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EXECUTIVE  SUMMARY 


This  report  is  prepared  in  response  to  P.L.  97-414,  which  required  a 
report  to  Congress  concerning  demonstration  projects  testing  alternative 
reimbursement  systems  for  home  health  services  paid  by  Medicare.  In  this 
report,  the  HCFA  presents  a  synthesis  of  current  knowledge  and. research  on 
home  health  care  providers  and  clients,  and  in  particular  summarizes  the 
results  of  demonstration  projects  and  design  efforts  relating  to 
alternative  payment  methods. 

It  is  widely  believed  that  the  present  system  of  cost-based,  retrospective 
payment  for  Medicare  home  health  services  lacks  mechanisms  and  incentives 
for  containing  overall  costs  and  efficiently  providing  the  necessary 
services  to  Medicare  beneficiaries.  These  shortcomings,  combined  with  the 
growing  use  of  and  expenditures  for  home  health  services  in  the  Medicare 
program,  have  combined  to  produce  the  recent  interest  in  exploring  other 
methods  of  payment  for  home  health  services. 

TRENDS  IN  USE  AND  COST  OF  HOME  HEALTH  SERVICES 

About  6,000  home  health  agencies  (HHAs)  are  currently  certified  to  provide 
services  to  Medicare  patients.  Medicare-certified  HHAs,  on  average,  make 
10,500  visits  and  serve  about  390  clients  in  a  year;  however,  nearly 
three-quarters  of  providers  make  less  than  the  average  number  of  visits. 

There  were  over  30.1  million  Medicare  enrollees  in  1965;  about  ,1.^6 
million,  or  5  percent  of  beneficiaries  use  home  health  services  in  any 
year,  and  on  average  incur  Medicare  expenditures  of  $1,105  per  user  per 
year  for  these  services.  An  analysis  of  1963  home  health  utilization 
showed  that  Medicare  enrollees  used  an  average  of  24  visits  during  a  home 
health  episode  of  care  in  1983,  which  lasted  70  days  on  average  and 
resulted  in  average  charges  of  $1,084.  However,  extremely  wide  variations 
exist  around  these  means.  These  variations  increase  the  complexity  of 
developing  alternative  payment  methodologies  that  recognize  differences  in 
patient  resource  needs  across  HHAs. 
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ALTERNATIVE  PAYMENT  METHODS 

Prospective  Payment 

Prospective  payment  is  considered  an  important  and  promising  means  of 
reforming  the  Medicare  payment  system,  and  prospective  payment  for  HHAs 
has  been  the  subject  of  policy  debate  for  several  years.  Prospective 
payment  consists  of  setting  in  advance  a  rate  or  set  of  rates  for 
specified  services  to  all  members  of  an  eligible  population.  For  example, 
the  Medicare  program  would  agree  to  pay  a  set  amount  for  a  service 
provided  to  any  beneficiary.  Usually  the  initial  rate  is  set  taking  into 
consideration  the  providers'  costs,  at  least  for  a  base  year.  Rates  for 
subsequent  years  are  not  influenced  by  the  providers'  costs.  Prospective 
payment  is  variously  seen  as  a  way  to  control  unnecessary  services  and 
introduce  efficiencies  into  provider  operations,  increase  provider 
profits,  and  permit  providers  to  make  clinical  decisions  with  less 
government  review  of  individual  services.  In  hospitals,  prospective 
payment  has  stimulated  the  introduction  of  efficiencies  without  any 
clearly  identifiable  adverse  impact  on  quality  of  care.  Prospective 
payment  has  also  proved  successful  in  the  Medicare  hospice  benefit,  which 
pays  on  a  per  diem  basis  with  a  cap  on  the  total  amount  for  an  episode. 
Prospective  reimbursement  has  been  the  alternative  payment  method  of  roost 
interest  for  home  health  in  part  because  of  these  experiences. 

A  decade  of  experience  with  prospective  payment  for  hospitals,  hospices, 
nursing  homes  and  health  maintenance  organizations  (HMOs)  suggests 
important  lessons  that  can  be  applied: 

o    Providers  do  respond   to  prospective  payment   incentives  by 
reducing  rates  of  increase  in  expenditures. 

o    Prospective  payment  makes  providers  extremely  sensitive  to 
volumes  of  services. 

o    The  rate-setting  methodology  should  communicate  clear  "signals" 
to  providers  in  terms  of  intended  actions  to  contain  costs. 

o    To  maintain  equity  across  providers,   the  payment  methodology 
should  recognize  differences  in  the  service  needs  of  patients. 
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In  1983  HCFA  awarded  a  contract  to  Abt  Associates  Inc.  to  design  a 
demonstration  project  to  test  alternative  methods  of  prospective  payment 
for  Medicare  home  health  services.  The  developmental  work  done  on  the 
Home  Health  Agency  Prospective  Payment  Demonstration  was  a  venture  into 
uncharted  territory;  therefore,  although  the  demonstration  vas  not 
implemented,  many  lessons  were  learned  and  many  issues  were  ftxplored 
related  to  the  design,  and  implementation  of  prospective  payment  for  HHAs 
during  the  one  and  a  half  year  design  phase. 

In  astablishing  any  prospective  payment  system  for  HHAs,  several  issues 
oust  be  resolved.  Additional  data  are  needed  about  HHA  cost  structures, 
service  patterns,  and  client  characteristics  in  order  to  resolve  such 
questions  as: 

o     Vhat  is  the  most  efficient  unit  of  payment  (visit,  time  period, 
episode)  and  how  should  the  unit  of  payment  be  defined? 

o     How  can  adjustments  be  made  for  changes  in  patient  case-mix? 

o     How  should  differences   among  providers  and  regions  be 
accommodated? 

o     Vhat  are  the  best  methods  of  assuring  the  quality  of  home  health 
care  under  alternative  payment  systems? 

The  availability  of  data  is  a  key  aspect  to  consider  vhen  setting  rates 
under  any  alternative  payment  method.  The  most  elegant  design  may  not  be 
supported  by  the  data  available,  or  collecting  the  data  may  be  excessively 
costly.  This  issue  has  been  extremely  important  in  home  health,  as  tHere 
has  been  limited  uniformity  in  recording  data  on  agency  costs,  numbers  of 
patients,  and  length  of  episodes,  and  characteristics  of  patients  served. 
Data  bases  needed  for  case-mix  analysis,  and  for  development  of  a 
prospective  payment  system  that  utilizes  such  units  of  payment  as  an 
episode  of  home  health  care,  are  not  available.  Consequently,  any 
prospective  payment  system  established  for  HHAs  at  this  time  probably 
would  need  to  use  visits  as  the  unit  of  payment. 
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Other  Payment  Methods 

In  addition  to  prospective  payment,  HCFA  has  sponsored  projects  to  test  or 
develop  other  methods  of  payment  in  order  to  assess  their  applicability  to 
home  health  services.  These  methods  include  demonstration  projects 
tasting  capitation,  which  pays  a  provider  a  set  amount  on  a  periodic  basis 
to  provide  an  agreed  upon  set  of  services  (including  home  health)  to  each 
person  enrolled  in  the  program;  the  design  of  a  potential  demonstration 
project  concerning  bundling,  which  combines  HHA  (and  potentially  other 
post-hospital)  services  with  hospital  episodes  in  an  extended  hospital 
Prospective  Payment  System  (PPS)  to  create  a  single  payment  for  an  episode 
of  hospital/post-hospital  care;  and  design  of  competitive  bidding  models, 
which  would  permit  providers  to  bid  against  their  competitors  to  serve  a 
specified  population  at  a  set  rate,  usually  on  a  unit  basis  such  as  a 
visit.  Evaluations  of  several  capitation  demonstrations  now  are  being 
carried  out. 


HHA  CASE-MIX  RESEARCH 

In  a  more  sophisticated  payment  method  that  utilizes  a  larger  unit  of 
payment  than  a  visit,  it  is  important  that  the  methodology  include  a 
case-mix  adjustment  mechanism  to  recognize  differences  across  HHAs  in 
patients'  service  needs.  While  several  promising  classification  schemes 
for  home  health  patients  have  been  designed,  the  establishment  and  testing 
of  a  case-mix  system  for  Medicare  home  health  patients  has  been  slowed  by 
the  unavailability  of  an  adequate  large-scale  data  base  of  Medicare  HHA 
patients.  Several  HCFA  projects  now  underway  have  as  their  objective 
creating  such  data  bases  and  should  in  the  future  provide  more  information 
about  home  health  case-mix  classification  methodologies. 


QUALITY  ASSURANCE 

Another  important  issue  that  must  be  considered  in  the  design  of  a  payment 
system  is  the  fact  that  the  different  incentives  of  various  payment 
aethods  nay  have  undesirable  effects  upon  quality  of  care.  In  order  to 
guard  against  such  affects,  it  will  be  important  to  closely  monitor  and 


evaluate  any  changes  in  services,  staff  qualifications,  practice  patterns, 
or  outcomes.  Several  HCFA  studies  are  exploring  home  health  quality; 
information  from  these  projects  should  result  in  improved  quality  measures 
that  could  be  useful  in  the  future  development  of  alternative  payment 
systems . 


CONCLUSIONS 

HCFA  has  funded  demonstration  projects  and/or  analytic  and  developmental 
efforts  in  a  broad  range  of  alternate  payment  approaches  for  home  health, 
including  prospective  payment,  competitive  bidding,  capitation,  and 
bundling  with  hospital  payments.  Data  and  experience  currently  do  not 
exist  which  would  enable  us  to  develop  a  prospective  payment  for  HHAs  on 
other  than  a  per-visit  basis.  More  research  is  needed  before  it  is 
possible  to  move  fully  to  a  sophisticated  system  of  prospective  payment 
for  home  health  services.  HCFA  is  continuing  to  sponsor  research  on 
developing  improved  measures  of  HHA  case-mix  and  home  health  quality  of 
care.  Further,  recent  legislation  (section  A027  of  the  Omnibus  Budget 
Reconciliation  Act  of  1987,  P.L.  100-203)  requires  a  demonstration  to  test 
alternative  methods  of  prospective  payment  for  HHAs;  evaluation  of  that 
demonstration  could  provide  new  information  in  the  future  about  the 
relative  advantages  and  disadvantages  of  alternative  prospective  payment 
approaches.  In  the  interim,  HCFA  is  exploring  the  possible  establishment 
of  an  HHA  prospective  payment  system  that  utilizes  a  per  visit  method  of 
payment  and  can  be  implemented  using  existing  data  bases. 
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Chapter  1 
Introduction 

PURPOSE  OF  THE  REPORT 

This  report  to  the  Congress  concerns  alternative  payment  systems  for  HHAs 
p«rticipating  in  the  Medicare  program.  Such  a  report  was  mandated  by  the 
Congress  in  P.L.  97-AlA,  also  known  as  the  Orphan  Drug  Act  (signed  Jan  4,  1983, 
96  Stat.  2058).! 

An  earlier  report  to  Congress  (HCFAa,  1987)  also  required  by  P.L.  97-41A, 
reviewed  the  causes  of  growth  in  home  health  use  and  expenditures  and  evaluated 
issues  involved  in  the  design  of  alternative  reimbursement  systems.  The  report 
concluded  by  recommending  further  research  projects  and  policy  efforts  toward 
the  goal  of  developing  alternative  systems. 

This  report: 

o  Updates  the  prior  report  by  supplying  recent  information  on  home  health 
use; 

o  Informs  the  Congress  about  HCFA ' s  progress  and  knowledge  to  date 
regarding  the  design,  development,  and  testing  of  alternative  payment 
systems  for  HHAs;  and 

o  Alerts  the  Congress  to  issues  identified  during  this  development 
process,  which  merit  consideration  in  any  legislative  or  regulatory 
action  on  alternative  payment  systems  for  home  health  services. 

The  escalating  size  and  cost  of  the  home  health  benefit,  as  well  as  the 
increasing  experience  with  alternative  payment  systems  in  other  settings,  has 
increased  the  interest  in  redesigning  the  current  cost-based  payment  system 
under  which  Medicare-certified  HHAs  are  reimbursed. 


ISection  6(e)  reads  in  part:  "The  Secretary  of  Health  and  Human  Services 
shall  develop  and  carry  out  demonstration  projects  commencing  no  later  than 
January  1,  1984,  to  test  .  .  .  alternative  reimbursement  methodologies  for  home 
health  agencies  in  order  to  determine  the  most  cost-effective  and  efficient  way 
of  providing  home  health  services.  .  .  .  The  Secretary  shall  report^  to 
Congress  his  findings  with  regard  to  the  demonstrations  carried  out  no  later 
than  January  1,  1985." 
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PAYMENT  UNDER  THE  CURRENT  SYSTEM 

Under  the  present  payment  system,  100  percent  of  the  reasonable  cost  of 
Medicare  covered  home  health  services  furnished  by  a  participating  HHA  are 
reimbursed  by  Medicare.  This  system  consists  of  retrospective  cost-based 
reimbursement  with  prospectively  established  limits  on  reimbursement  per 
visit.  For  agencies  with  costs  below  these  cost  limits,  interim  payments  are 
based  on  estimated  costs,  with  final  settlements  limited  to  those  costs  found 
by  intermediaries  to  be  proper,  reasonable,  and  related  to  patient  care.  These 
limits  are  adjusted  for  inflation,  for  geographic  variations  in  prevailing  wage 
levels,  and  for  higher  costs  of  hospital-based  agencies  resulting  from 
allocation  of  a  portion  of  the  hospitals'  administrative  costs  under  Medicare 
cost  allocation  procedures  and  are  applied  in  the  aggregate  to  an  HHA's  costs. 

Agencies  with  costs  above  the  prospective  cost  limits  already  function  under  a 
prospective  system  of  sorts,  in  that  they  know  in  advance  what  their  maximum 
payment  per  visit  will  be  if  they  are  over  the  cost  limits.  However,  they 
still  do  not  know  whether  the  visits  will  be  paid  for  until  after  the  fact 
(because  Medicare  coverage  determinations  are  made  by  fiscal  intermediaries 
after  the  services  have  been  provided).  HHAs '  primary  incentive  is  to  reduce 
their  costs  per  visit  to  a  point  below  the  limits  or  obtain  exceptions  to  the 
limits;  there  is  little  incentive  to  further  reduce  costs,  and  there  is  an 
incentive  to  increase  rather  than  control  numbers  of  visits. 


PAYMENT  ISSUES  FOR  HOME  HEALTH  AGENCIES 

Alternative  payment  methodologies,  particularly  prospective  payment,  have 
become  prominent  elements  of  the  reform  efforts  of  many  disparate  groups  with 
differing  motivations.  Organizations  responsible  for  financing  health  care 
want  to  change  the  current  system's  perceived  incentives  to  overserve  patients 
and  to  continue  inefficient  management  and  service  patterns.  Many  home  health 
providers  see  prospective  payment  as  a  way  to  achieve  greater  control  of  their 
own  service  patterns  and  make  clinical  decisions  without  visit-by-visit  review 
of  services  by  third  parties  (e.g.,  fiscal  intermediaries  and  the  Government). 
Still  other  providers  believe  that  they  could  increase  profits  under  a 
fixed-payment  system  by  introducing  efficiencies  in  their  businesses. 


1-3 

Prospective  payment  has  dominated  this  interest  in  alternative  payment 
approaches  for  home  health,  in  part  due  to  the  apparent  success  of  such  a 
system  for  hospitals,  where  it  has  introduced  efficiencies  and  increased 
profits.  Prospective  payment  consists  of  setting  in  advance  a  rate  or  set  of 
rates  for  specified  services  to  any  or  all  of  an  eligible  population.  For 
example,  the  Medicare  program  would  agree  to  pay  a  set  amount  for  a  service  for 
any  beneficiary.  Usually  the  initial  rate  is  set  taking  into  consideration  the 
provider's  costs  in  a  base  year.  Rates  in  subsequent  years  may  be  projected, 
or  influenced  by  the  provider's  costs  if  cost  data  is  kept. 

Other  possible  alternative  payment  approaches  include: 

o  Capitation,  which  pays  a  provider  a  set  amount  on  a  periodic  basis  to 
provide  an  agreed  upon  set  of  services  to  each  person  enrolled  in  the 
program.  This  is  the  HMO  model,  which  usually  covers  a  set  of 
preventive  plus  acute,  short-term  curative  services  in  and  out  of  the 
hospital . 

o  Bundling  payment  for  post-hospital  home  health  services  with  payment  for 
the  hospital  care  to  encourage  the  most  cost-effective  mix  of  hospital 
and  post-hospital  services. 

o  Competitive  bidding,  which  permits  providers  to  bid  against  their 
competitors  to  serve  a  specified  population  or  provide  a  specified 
service  at  a  set  rate,  usually  on  a  unit  basis  such  as  a  visit.  A 
single  provider  can  win,  or  the  system  can  be  designed  to  allow  multiple 
winning  bidders. 


HCFA  WORK  IN  ALTERNATIVE  PAYMENT  SYSTEMS 

A  previous  HCFA  report  to  Congress  on  alternative  payment  methods  for  home 
health  cited  the  lack  of  appropriate  data  and  experience  on  which  to  base  a 
fully  implemented  system  of  prospective  payment  for  HHAs  (HCFA,  1987),  The 
report  recommended  continued  use  of  per  visit  payments  within  established 
limits,  pending  either  completion  of  demonstrations  of  alternative  payment 
systems,  or  improved  data  collection  and  analysis.  In  recent  years,  HCFA  has 
funded  nany  developmental  activities  in  alternative  payment  for  home  health 
cere.  These  efforts  have  included  design  of  demonstration  projects  to  test 
prospective  payment,  bundling  payment  for  hospital  and  post-hospital  services, 
end  competitive  bidding;   implementation  of  several  demonstration  projects 
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testing  Bodels  for  capitrtion  of  a  range  of  vervices  including  home  care;  and 
research  on  case  mix  and  truality  issues.  In  addition,  the  research  and  design 
vork  on  HHA  prospective  payment  built  on  lessons  from  previous  HCFA  evaluations 
of  prospective  payment  systems  in  State  Medicaid  programs  for  hospitals,  the 
Medicare  hospice  demonstrations,  Medicaid  pospective  payment  systems  fur 
nursing  homes,  and  Medicare's  o%m  hospital  PFS.  These  experiences,  along  with 
research  in  the  area,  bxvB  aided  in  design  vork  as  well  as  highlighted  problems 
that  must  be  resolved  before  a  sophisticated  prospective  payment  methodology 
for  home  health  care  can  be  implemented. 


CONSIDERATIDNS  FDR  SYSTEM  DESIGN 

In  selecting  any  payment  system  a  number  of  problems  arise  and  must  be  solved 
before  implementation.  The  paramount  issue  is  to  design  a  system  that  contains 
clear  and  appropriate  i-ncentives.  In  other  vords,  the  objectives  of  the  system 
must  be  defined  (i.e.,  access,  control  of  vol\ime,  quality)  and  clear  signals 
communicated  to  the  provider  regarding  the  behavior  expected.  A  complicated 
design  or  one  that  contains  conflicting  incentives  vill  confuse  providers  and 
thwart  the  goals  of  the  payment  system. 

After  ±he  incentives  are  defined,  then  the  design  of  the  system  must 
incorporate  them.  Thus  it  is  important  to  consider  the  unit  of  payment 
desired,  the  generosity  of  the  rate,  and  the  proximity  to  the  provider's 
individual  cost  experience.  Various  approaches  vill  produce  different 
behavior,  mare   or  less  austerity,  nore  or  less  service. 

A  key  aspect  to  consider  is  the  availability  of  data  for  setting  rates  under 
any  payneiit  atethod.  The  most  elegant  design  nay  not  be  supported  by  the  data 
available,  or  collecting  the  data  may  be  excessively  costly.  This  issue  has 
been  extremely  important  in  home  health,  as  there  has  been  little  uniformity 
among  HHAs  in  recording  or  reporting  data  on  agency  costs,  numbers  of  patients, 
length  of  episodes,  and  so  on.  Payment  aiethod  reform  may  require  significant 
investment  in  improving  quanti"t7  and  quality  of  data  on  HHAs  and  their 
patients. 

Data  availability  is  especially  s  concern  in  establishing  methods  of  adjusting 
prospective  payment  rates  to  reflect  differences  in  patients'  service  needs 
(i.e.,  case-mix).  In  the  home  care  market,  case  mix  is  said  to  be  changing 
constantly,  requiring  continual  monitoring  and  service  adjustnent  in  orden  to 
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assure  continued  service  for  needy  clients.  Cost  adjustmests  are  necessary  if 
the  agencies  are  not  to  bear  the  financial  risk  for  costs  that  are  beyond  their 
control.  Methods  of  making  such  adjustments  must  be  developed  and  tested;  a 
prerequisite  for  doing  this  is  the  collection  of  relevant  data  on  patient 
characteristics.  This  issue  of  patient  classification  for  payment  and  case-roix 
adjustment  is  considered  one  of  the  most  important  in  developing  alternative 
payment  systems  for  home  health  care,  because  such  an  adjustment  is  believed  to 
be  important  for  equitably  matching  HHAs '  pajrments  to  their  patients'  service 
Bsads,  and  for  eliminating  incentives  that  might  restrict  access  to  home  health 
care  for  expensive  patients. 

These  data  problems  are  raised  not  to  argue  against  change,  but  rather  to 
underline  their  importance  to  the  consideration  of  any  design,  development,  or 
implementation  activity  that  is  undertaken  with  respect  to  prospective  payment 
for  home  health.  The  lack  of  certain  kinds  of  data  and  the  uncertainty  about 
how  home  health  providers  will  respond  simply  point  out  the  need  for  caution 
and  careful  design  prior  to  full  implementation  of  a  system  that  significantly 
changes  payment  methods  and  incentives.  There  is  the  danger  that  enthusiasm 
over  one  or  another  payment  system  may  overshadow  the  obstacles  that  must  be 
overcome,  to  the  detriment  of  the  patients  and  the  providers. 


COKTENT  OF  THE  REPORT 

The  report  begins  by  providing  some  background  on  the  home  health  industry  and 
on  Medicare  beneficiaries  who  use  home  health  care,  as  well  as  data  on  use  and 
expenditures.  Next,  lessons  from  HCFA's  alternative  payment  demonstrations  and 
design  programs  are  discussed,  as  well  as  the  problems  that  must  be  resolved  in 
the  design  and  development  of  any  system  that  is  to  be  implemented  nationally. 
This  is  followed  by  a  discussion  of  case-mix  adjustment  Issues,  which  many 
believe  to  be  crucial  to  the  future  development  of  alternative  payment  systems, 
and  HCFA  projects  intended  to  address  these  issues.  The  report  then  summarizes 
HCFA  studies  addressing  issues  of  quality  in  home  health  care,  which  must  be 
considered  in  planning  changes  to  the  current  payment  system.  The  final 
chapter  presents  conclusions  and  recommendations. 
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Chapter  2 
Trends  in  Use  and  Expenditures 


OVERVIEW 

The  causes  of  the  historical  growth  in  utilization  of  and  expenditures  for 
Medicare  home  health  services  were  described  in  detail  in  HCFA's  earlier  report 
to  Congress  (HCFAa,  1987).  Rather  than  repeat  the  statistics  presented  there, 
this  chapter  will  update  the  previous  report  by  presenting  recent  data. 


CHARACTERISTICS  OF  USERS 

There  were  over  30.1  million  Medicare  enrollees  in  1985;  about  1.6  million,  or 
5  percent  of  beneficiaries  used  home  health  services,  and  Medicare 
reimbursement  for  these  services  averaged  $1,105  per  user.  Table  2-1  shows  the 
characteristics  of  these  Medicare  enrollees  who  used  home  health  services  in 
1985.  The  older  a  person  is,  the  higher  the  likelihood  of  home  health  use. 
However,  except  for  the  under  65  disabled  group,  the  number  of  visits  per 
thousand  enrollees  is  similar  for  all  age  groups,  implying  that  the  intensity 
of  service  remains  the  same  for  the  elderly  regardless  of  increasing  age. 
Enrollees  under  age  65  often  are  eligible  for  Medicare  because  of  disability, 
so  it  is  not  surprising  that  they  use  proportionately  more  home  health  care. 
The  female  population  makes  up  the  majority  of  Medicare  home  health  users;  this 
could  be  due  to  their  longer  life  expectancy.  Medicare  claims  data  shows  that 
five  diagnoses  constitute  the  primary  reasons  for  home  health  services: 
diabetes,  heart  failure,  stroke,  arthritis,  and  hip  fractures.  These  account 
for  roughly  a  quarter  of  all  Medicare  home  health  patients. 

Because  of  interest  in  episodes  of  home  health  care  as  a  potential  unit  of 
payment,  as  part  of  an  earlier  HHA  prospective  payment  demonstration  design 
effort,  Abt  Associates,  Inc.,  analyzed  Medicare  claims  data  for  home  health 
services  to  explore  the  length  and  cost  of  these  episodes.  (Williams,  Gaumer, 
and  Schmitz,  1985)  According  to  this  analysis,  sujomarized  in  Table  2-2, 
Medicare  enrollees  used  an  average  of  24  visits  during  a  home  health  episode  of 
care  in  1983,  which  lasted  70  days  on  average  and  resulted  in  mean  charges  of 
$1,084.  However,  extremely  wide  variations  exist  about  these  means. 
Three-quarters  of  episodes  had  30  or  fewer  visits,  two-thirds  lasted  60  qt 
fewer  days;  and  nearly  three  quarters  had  episode  charges  of  $1,200  or  less. 
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Table  2-2 

Medicare  Home  Health  Aoencv  Services:   Per  Capita  Paynrient! 
and  Episodes  tor  Medicare  Enrol  lees  by  Age, 
Se;-;  and  Race:    1983 


EIpi  sodes** 


Mean  Length 
Per  Caoita      Mean  Visits      o-f  Stay 
Characteristics   Rei  rnbur  sernent  *   Per  Episode    Per  Episode 


Mean  Charges 
Per  Episode 


"otal 


■-t    47 


'O 


*  1 . 084 


H!JC 


tyz:}  -  &V  years 

70  -  74  years 

75  -  79  vears 

90  -  34  years 

£55  and  over 


80 
102 


24 


69 
68 
69 
69 
69 


1  ,081 
1  ,  089 
1  ,  088 
1  ,  060 
1  ,  063 


6ti/ 


Male 
Femal b 


40 


66 


1  .  053 
1  ,  OR 8 


UJhi  te 

Al 1  other 


4!f 


69 


6'-.'' 


1  ,  060 
1  .  199 


*  HCFA  Bureau  of  Data  Manaqement  and  Strategy 


*  *  A  b  t  A  s  s  o  c:  i  a  t  e  s  ,  Inc.  a  n  a,  ].  v  sis  o  f  M  e  d  i  c  a  r  e  4  O    p  Sf  r  c  e  n  t  ben  e  -f  i  c  i  a  r  y  file 
for  10  States 
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INCREASED  UTILIZATION 

The  major  contributing  factor  in  the  growth  of  Medicare  home  health 
expenditures  in  recent  years  is  an  increase  in  the  numbe'r  of  persons  served. 
As  shown  by  Table  2-3,  the  rate  of  use  by  Medicare  enrollees  changed  from  16 
home  health  users  (patients)  per  1,000  enrollees  in  1974  to  51  per  1,000  in 
1985.  There  also  has  been  steady  growth  in  the  average  number  of  Medicare 
covered  visits  per  user.  In  combination,  these  two  trends  have  produced 
extremely  large  increases  in  the  total  number  of  home  health  visits  and  in 
visits  per  1,000  Medicare  enrollees. 

Some  of  this  growth  in  utilization  is  a  direct  consequence  of  the  liberalizing 
provisions  of  the  Omnibus  Reconciliation  Act  of  1980.  This  act  eliminated 
requirements  that  the  beneficiary  have  3  days  of  hospitalization  prior  to 
receiving  home  health  care,  the  20  percent  copayment  for  services,  and  the  rule 
that  no  more  than  100  visits  be  provided  in  a  benefit  period  under  Part  A  or 
per  calendar  year  under  Part  B.  That  act  also  permitted  for-profit  HHAs  to 
qualify  for  participation  in  the  Medicare  program.  This  greatly  increased  the 
availability  of  home  health  services  to  the  Medicare  population.  There  is  also 
evidence  that  Medicare's  prospective  payment  system  for  hospitals  has 
contributed  to  an  increase  in  the  number  of  Medicare  covered  visits  per 
client.  According  to  a  study  funded  by  HCFA  there  has  been  a  consistent  and 
substantial  increase  in  the  average  numbers  of  functional  and  subacute  problems 
of  Medicare  patients  in  HHAs  since  the  implementation  of  PPS  (Shaughnessy , 
Kramer,  and  Pettigrew,  1987).  These  factors,  plus  increased  access  to  home 
health  care  due  to  the  growth  in  the  number  of  agencies,  are  likely  to  have 
contributed  to  the  recent  growth  of  home  health  utilization.  ♦  • 


INCREASED  EXPENDITURES 

Medicare  expenditures  for  home  health  services  increased  from  $662.1  million  in 
1980  to  $1.75  billion  in  1985--a  164  percent  increase,  during  which  time  home 
health  services  increased  from  1.89  percent  to  2.46  percent  of  total  Medicare 
expenditures.  In  addition  to  Medicare  enrollment  and  home  health  utilization 
factors,  a  substantial  part  of  the  increase  is  due  to  an  increase  in  the 
average  cost  per  visit,  much  of  which  is  a  result  of  inflation;  the  real 
(inflation-adjusted)  increase  in  average  HHA  cost  per  Medicare  visit  was  only 
0.5  percent  a  year  between  1974  and  1982.  The  remaining  increase  in  costs 'per 
visit  may  be  related  to  greater  intensity  or  improved  quality  of  per  unit 
services,  changes  in  service  mix  furnished  by  agencies,  changes  in  case-mix 
treated  by  agencies,  and  possibly  changes  in  efficiency  or  productivity. 
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PROVIDER  TRENDS 

About  6,000  HHAs  are  currently  certified  to  care  for  Medicare  patients.  HHAs 
vary  greatly  in  size;  roost  are  small,  though  a  relatively  Small  number  of  large 
providers  dominate  the  industry.  In  1985  Medicare  approved  HHAs  made  an 
average  of  10,500  visits  and  served  about  390  clients  in  a  year;  however, 
nearly  three-quarters  of  providers  made  less  than  the  average  number  of 
visits.  One-third  of  HHAs  made  less  than  2,000  Medicare  visits  per  year.  The 
services  that  these  HHAs  provide  are  diverse,  ranging  from  home  health  aide 
services  such  as  bathing,  to  skilled  nursing  and  physical  therapy,  to  such 
"high-tech"  services  as  enteral  nutrition,  chemotherapy,  respiratory  care,  and 
other  therapies. 

Among  Medicare  approved  HHAs  in  recent  years,  there  has  been  a  shift  away  from 
voluntary  and  public  sector  HHAs  to  the  private  sector  (see  Table  2-4).  The 
proportion  of  proprietary  HHAs,  for  example,  increased  from  17  percent  in  1982 
to  32  percent  of  all  Medicare  approved  HHAs  in  1987.  This  was  encouraged  in 
part  by  the  Omnibus  Reconciliation  Act  of  1980  which  permitted  Medicare 
approval  of  proprietary  agencies  in  states  without  licensing  laws.  Prior  to 
this  act,  proprietary  agencies  were  required  to  obtain  state  licensure.  In 
addition,  hospital-based  HHAs  more  than  doubled  in  number  between  1983  and 
1987,  currently  making  up  at  least  23  percent  of  the  total.  A  large  portion  of 
this  transformation  and  growth  is  due  to  the  fact  that  Medicare-financed  home 
care  has  become  a  more  attractive  business  opportunity;  further,  since  the 
implementation  of  the  hospital  prospective  payment  system,  more  and  more 
hospitals  have  started  home  health  agencies  as  revenue-producing  enterprises  as 
well  as  to  assure  the  availability  of  home  care  to  discharged  patients'.  »  Since 
proprietary  and  hospital-based  agencies  have  higher  average  costs  than  other 
types  of  HHAs,  this  trend  presumably  has  contributed  to  the  increase  in  average 
Medicare  cost  per  visit. 


CHAPTER  SUMMARY 

Utilization  of  home  health  services  under  the  Medicare  program  has  continued  to 
increase  rapidly  in  recent  years.  During  this  time  the  nature  of  the  home 
health  industry  has  been  evolving,  with  proprietary  and  hospital-based  HHAs 
controlling  increasing  shares  of  home  health  patients.  In  addition,  the  nature 
and  types  of  services  provided  is  changing  because  of  technology  improvements 
and  the  impact  of  hospital  PPS.  All  of  these  factors  may  complicate  the 
development  of  an  alternative  payment  system  for  HHAs. 
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Table  2-4 

Medicare  Approved  Home  Health  Agencies  by  Organization  Type 

1982  and  1987 


1982  1987  Percent 


Home  Health  Agency  Type  Number  Percent  Number  Percent  Increase 

Proprietary  628  17.3  1,882  31.8  200.0% 

Hospital-based  507  13.9  1,382  23.3  172.5 

Public  Health  Department  1,270  3A . 9  1,233  20.8  -2.9 

Private  Nonprofit  632  17.4  803  13.5  27.1 

Visiting  Nurse  Association  517  14.2  500  8.4  -3.2 

Other  (SNF,  Rehab,  etc.)  85  2.3  122  2.1  43.5 

Total  3,639  100.0%  5,922  100.0%  62.7% 

Source:   Health  Care  Financing  Administration  Unpublished  Data 
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Chapter  3 
Alternative  Reimbursement  Methods 


OVERVIEW 

In  recent  years  HCFA  has  funded  a  broad  range  of  developmental  activities 
relating  to  alternative  payment  methods  for  home  health  services.  In  this 
chapter,  these  payment  methods  and  the  demonstrations  and  design  projects  are 
^escribed.  The  beginning  of  the  chapter  is  devoted  to  a  discussion  of 
prospective  payment  of  HHAs,  the  alternative  method  that  has  been  the  focus  of 
most  debate  in  the  home  health  industry.  Other  payment  approaches  that  have 
been  tested  or  considered  by  HCFA  are  described  in  the  remainder  of  the 
chapter. 


PROSPECTIVE  PAYMENT 

Prospective  payment  for  home  health  care  is  considered  an  important  and 
promising  means  of  reforming  the  Medicare  payment  system  and  has  been  the 
subject  of  policy  debate  for  several  years.  Although  prospective  payment  for 
home  health  has  not  been  tested  by  the  Medicare  program  in  a  demonstration, 
prospective  payment  has  been  implemented  in  several  other  settings;  these 
programs  can  be  analyzed  for  their  effects  on  cost,  access,  and  quality  of 
services.  In  addition,  earlier  developmental  work  for  an  HHA  prospective 
payment  demonstration  that  was  not  implemented  required  detailed  analysis  of 
the  issues  and  problems  that  must  be  addressed  in  establishing  a  system  of 
prospective  payment  for  HHAs.  In  this  chapter  these  activities  are  reviewed  in 
terms  of  their  implications  for  home  health. 


Lessons  from  Prospective  Payment  in  Other  Settings 

Although  some  states  have  implemented  prospective  payment  systems  for  home 
health  agencies  under  their  Medicaid  programs,  their  effects  have  not  been 
evaluated  for  applicability  to  the  Medicare  program.  There  have  been  relevant 
applications  of  prospective  payment  in  other  arenas,  however,  which  have 
produced  valuable  experience.  Applications  of  prospective  payment  incentives 
for  health  care  providers  have  a  rich  history  in  the  hospital  sector.  The 
Medicare  hospice  program  is  also  of  interest  here  since  its  rates  have  been  set 
prospectively  based  on  level  and  intensity  of  care,  as  would  be  desirable  in  a 
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home  health  payment  system.   This  section  reviews  these  experiences,  focusing 
on  lessons  that  may  prove  relevant  for  home  health  care. 


Hospittl  Experience  with  Prospective  Payment 

Although  the  lessons  learned  about  prospective  payment  in  hospitals  have  only 
limited  application  to  the  home  care  industry,  the  varied  experiences  in 
payment  approaches  implemented  by  states  in  the  last  decade,  and  the  wealth  of 
impact  research  that  has  been  done  on  these  programs,  provide  a  good  starting 
point  for  considering  prospective  payment  options  in  the  home  health  industry. 

Since  the  1960s  more  than  30  prospective  payment  programs,  some  mandatory,  some 
voluntary,  have  been  implemented  on  a  state  or  substate  level  by  various  payor 
groups.  These  programs  have  included  many  approaches  to  setting  rates — ranging 
from  establishment  of  budget  limits,  per  diem  rates,  or  rates  for  each  episode 
of  hospitalization,  to  rates  for  units  of  service  within  the  hospital.  Most  of 
these  programs  had  very  little  in  common  in  terms  of  program  design;  however, 
they  all  attempted  by  various  means  to  put  the  provider  at  risk  for  the 
consequences  of  unnecessary  spending. 

In  1963,  the  Medicare  FPS  for  hospitals  was  installed.  Diagnosis  related 
groups  (DRGs)  became  the  method  of  payment  for  Medicare  covered  inpatient 
hospital  services  in  most  states.  The  effects  of  this  new  pajrment  system  were 
felt  quickly.  Federal  health  spending  began  to  moderate  almost  immediately 
after  the  application  of  DRGs.  From  1983  to  1984  Medicare  expenditures  grew 
only  8.6  percent,  the  smallest  increase  in  the  history  of  the  program.  From 
1984  to  1985  the  rate  of  increase  fell  to  5.5  percent.  Preliminary  analjisis  of 
PPS  indicates  that  the  course  of  treatment  of  hospitalized  Medicare 
beneficiaries  is  changing.  In  1981  the  average  length  of  stay  was  10.4  days. 
By  1985,  2  years  after  implementation  of  PPS,  it  was  down  to  8.8  days. 

The  considerable  body  of  research  on  the  impact  of  all  these  hospital  programs 
yields  a  very  consistent  set  of  results  with  respect  to  prospective  payment 
incentives.   In  particular,  these  lessons  have  been  learned: 

o  That  providers  respond  to  payment  incentives  by  reducing  rates  of 
increase  in  expenditures  is  a  remarkably  resilient  finding — holding  up 
across  programs  that  limit  total  budgets,  set  rates  by  fonnulas,  screen 
rates  by  peer  comparisons,  incorporate  case-mix  adjustments,  and  the 
like. 
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Prospective  payment  makes  providers  extremely  sensitive  to  the  unit  of 
service  reimbursed.  For  example,  many  hospital  prospective  payment 
programs  developed  during  the  1970's  that  paid  on  a  per  diem  basis 
resulted  in  increased  lengths  of  stay.  When  programs  paid  on  a  per 
discharge  basis,  the  average  length  of  stay  dropped. 

The  rate  setting  methodology  must  communicate  clear  "signals"  to 
providers  in  terms  of  intended  actions  to  contain  costs.  Unnecessarily 
complex  approaches  can  be  confusing  to  administrators,  posing  a  barrier 
to  effective  managerial  response. 

In  designing  a  payment  system,  some  form  of  methodological  development 
is  needed  to  maintain  equity  across  providers,  recognizing  similarities 
and  differences  in  the  service  needs  of  particular  patients  i.e., 
case-mix  differences).  Prospective  payment  programs  in  hospitals  have 
dealt  with  the  problem  through  evolving  refinements  in  diagnostic 
grouping  techniques  and  explicit  adjustments  for  case  mix  in  the  rate 
setting  process.  Concern  continues  to  exist  even  in  the  case  of  PPS, 
however,  about  the  ability  of  the  DRG  grouping  of  patients  to  fully 
capture  interinstitutional  differences  in  needs  for  care.  This  is 
clearly  a  serious  problem  in  the  case  of  home  care,  where  patient 
classification  systems  are  not  well-developed,  and  where  there  is 
virtually  no  consensus  on  the  capacity  of  alternative  classification 
systems  to  capture  all  differences  in  costs. 


Hospice  Application   of  Prospective  Payment  =  » 

Regulations  implementing  the  hospice  benefit  under  Medicare  set  prospective 
rates  for  general  inpatient  and  respite  care  days,  and  flat  rates  for  two  types 
of  home  care  days: 

o  Routine  home  care,  which  covers  the  services  of  nurses,  home  health 
aides,  and  therapies  (as  currently  covered  under  Part  A)  plus  other 
hospice  home  visits  (social  services,  nutritional  counseling), 
equipment,  and  supplies,  and  an  allowance  for  the  interdisciplinary  team 
that  manages  hospice  care. 

o  Continuous  care,  for  which  hospices  are  reimbursed  over  a  range  '  of 
"continuous  care  days",  from  an  6  to  16  hour  day  to  a  20  to  24  hour  day. 
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However,  the  unit  of  payment  for  hospice  home  care  is  more  easily  defined  than 
for  nonhospice  home  health  care.  In  developing  the  hospice  rates,  there  vas 
evidence  that  services  vere  delivered  on  most  days  that  the  patient  remained  at 
home.  Therefore,  defining  an  average  routine  day,  based  on  hours  per  home  day 
over  a  reasonably  veil-defined  episode  (hospice  intake  until  death  or 
discharge)  was  feasible. 

The  traditional  Medicare  home  health  benefit,  however,  does  not  serve  such  a 
homogeneous  group.  Continuous  care  is  not  a  covered  benefit  in  the  Medicare 
home  health  care  program.  The  creation  of  compact  and  homogeneous  episodes  is 
more  difficult,  and  probably  more  than  two  categories  would  be  required. 

Thus,  although  the  per  diem  reimbursement  used  in  the  hospice  program  has  the 
advantage  of  being  a  predictable  and  administratively  feasible  method  of 
reimbursement  for  home  care,  it  does  not  appear  to  be  desirable  for  nonhospice 
home  health  care  due  to  the  greater  spacing  between  service  visits. 


Medicaid  Nursing  Home  Payment   Systems 

Reimbursement  rates  for  nursing  homes  are  generally  developed  on  a  per  day 
basis.  There  is,  however,  considerable  variation  in  the  approaches  used  to 
establish  these  rates.  During  the  1970's,  State  Medicaid  reimbursement  rates 
for  nursing  homes  were  required  to  be  related  to  the  reasonable  costs  of  the 
services.  This  requirement  subsequently  was  modified  in  the  Omnibus 
Reconciliation  Act  of  1980  to  give  States  more  flexibility  in  defining 
reimbursable  costs. 

A  1984  study  of  States'  nursing  home  reimbursement  systems  (Harrington  and 
Swan,  1984)  found  that  States  were  shifting  away  from  retrospective 
reimbursement  methods  and  toward  prospective  payment  approaches.  During  the 
period  1978-1982,  the  number  of  States  using  retrospective  reimbursement 
systems  for  skilled  nursing  facilities  decreased  by  one-third;  the  number  using 
retrospective  reimbursement  for  intermediate  care  facilities  decreased 
two-fifths.  The  study  also  found  that  States  using  prospective  payment  methods 
tended  to  have  lower  nursing  home  rates  than  States  with  retrospective 
reimbursement  systems,  and  that  these  lower  rates  appeared  to  translate  into 
lover  expenditures  per  recipient.  More  recent  data  indicate  that  in  1985  only 
five  States  were  using  retrospective  methods  of  paying  for  Medicaid  nursing 
home  services  (HCFAb,  1987). 
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A  more  recent  trend  among  many  States  is  toward  the  use  of  case-mix  related 
prospective  payment  systems  for  nursing  homes.  While  there  are  many  purposes 
for  this  shift,  and  each  State  has  its  own,  common  goals  are:  (1)  to  increase 
constraints  on  nursing  home  costs  (because  the  payment  rates  are  prospective), 
(2)  to  change  nursing  home  admission  patterns  by  creating  greater  financial 
incentives  to  adroit  patients  who  are  more  difficult  or  costly  to  serve,  (3)  to 
increase  the  rehabilitation  services  provided,  (4)  to  establish  greater  equity 
in  payment  rates,  (5)  to  reduce  the  back-up  in  hospitals  of  patients  awaiting 
nursing  home  services,  and  (6)  to  improve  the  quality  of  care.  Six  States  have 
established  case-mix  payment  systems  for  Medicaid  nursing  home  services 
(Illinois,  Maryland,  Minnesota,  New  York,  Ohio,  and  West  Virginia),  and  four 
States  are  developing  such  systems  (Colorado,  Massachusetts,  Pennsylvania,  and 
Texas).  HCFA  has  provided  a  great  deal  of  support  for  the  development  of  these 
case-mix  payment  approaches;  the  payment  systems  in  New  York  and  West  Virginia 
vere  first  established  as  demonstration  projects  with  HCFA;  Massachusetts  and 
Texas  are  developing  their  systems  under  cooperative  agreements  with  HCFA. 

There  is  evidence  that  these  case-mix  payment  systems  can  achieve  the  goals  set 
by  the  States.  For  example,  evaluation  of  the  first  year  of  operations  under 
New  York's  new  case-mix  payment  system  (where  nursing  home  payments  are  based 
on  Resource  Utilization  Groups),  indicates  that  nursing  home  admission  patterns 
have  changed  to  follow  the  payment  system  incentives.  Light  care  applicants 
are  being  referred  to  adult  homes  and  home  health  services.  Facilities  with 
low  payment  rates  under  the  former  reimbursement  system  have  increased  staffing 
significantly  more  than  the  average  nursing  home  under  the  new  system. 


Medicaid  Payment   Systems  for  Home  Health  Care 

Several  states  have  implemented  prospective  payment  for  HHAs  under  their 
Medicaid  programs;  these  systems  are  entirely  based  on  the  visit  as  the  unit  of 
payment.  Some  Medicaid  programs  use  flat  rates  and  fee  schedules  for  all 
agencies  regardless  of  the  agencies'  costs.  Others  set  visit  rates 
prospectively  based  on  prior  year  Medicare  cost  reports  and  index  costs  forward 
to  the  mid-year  point.  Generally  a  payment  ceiling  is  applied,  and  agencies 
whose  costs  exceed  the  ceiling  do  not  recover  the  excess  costs.  The  ceiling 
thus  provides  an  incentive  to  control  costs,  either  through  improved  efficiency 
or  reduced  services.  However,  the  comparative  advantages  and  disadvantages  of 
these  different  State  payment  approaches  have  not  been  evaluated. 
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HHA  Prospective  Payment  Demonstration 

The  HHA  Prospective  Payment  Demonstration  vas  sponsored  by  HCFA  to  test 
alternative  methods  of  prospective  payment  for  Medicare  covered  services 
provided  by  HHAs  (Williams,  Gaumer,  and  Schmitz,  1985).  The  demonstration  vas 
designed  to  include  120  agencies  in  10  states:  California,  Connecticut, 
Florida,  Illinois,  Massachusetts,  Ohio,  Pennsylvania,  Tennessee,  Texas,  and 
Visconsin.  These  states  vere  selected  in  order  to  achieve  geographic 
dispersion,  a  sufficient  number  of  potential  participants  (i.e.,  HHAs),  and 
diversity  of  types  of  HHAs.  HHAs  selected  to  participate  were  to  be  randomly 
assigned  to  one  of  three  experimental  payment  methods  or  to  a  control  group. 
Agency  participation,  however,  was  to  be  voluntary.  The  three  different 
methods  of  prospective  payment  to  be  tested  were: 

Per  Visit  Method:  This  method  would  have  set  a  rate  per  visit  for  each 
agency.  Base  period  per  visit  costs  would  be  adjusted  to  include  only 
direct  visit-related  or  "variable"  costs  only.  Overhead  (fixed  or 
indirect  costs)  was  to  be  computed  as  a  lump  sum  and  reimbursed  monthly, 
with  a  year-end  adjustment  to  recognize  any  Medicare's  share  of  the 
HHA's  total  patient  load,  to  reduce  any  incentive  to  increase  visits 
merely  to  spread  fixed  costs  over  a  larger  number  of  units.  The  base 
period  rates  would  have  been  adjusted  only  for  specific  purposes,  such 
as  for  inflation  or  case-mix  changes.  The  provider  would  have  been  at 
risk  for  other,  controllable  costs. 

Per  Month  Method:  This  method  would  have  set  a  single  payment  rate  for 
each  30-day  period  of  care  in  which  at  least  one  Medicare  covered  visit 
is  needed.  Three  payment  rates  were  to  be  computed  for  each,  agency: 
one  for  the  first  month  of  care,  a  lower  rate  for  the  second  month  of 
care,  and  a  still  lower  rate  for  months  3  to  6.  This  feature  was 
incorporated  because  data  analysis  indicates  that  Medicare  HHA  patients 
require  more  services  in  the  first  2  months  than  in  subsequent  months. 
Should  a  patient's  length  of  stay  exceed  180  days,  the  payment  unit 
would  have  reverted  to  a  per  visit  method  in  order  to  reduce  the  risk  to 
providers  from  a  few  long-term  very  costly  clients.  Other  than  a 
determination  that  at  least  one  covered  service  vas  needed  in  any  month, 
there  vould  have  been  no  need  for  the  Medicare  fiscal  intermediary  to 
conduct  medical  review  of  each  patient  visit  or  claim  as  is  currently 
necessary. 
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Per  Episode  (Case)  Method;  Under  this  method,  agencies  would  have 
received  a  single  flat  payment  for  each  episode  of  care,  regardless  of 
length.  An  episode  was  defined  as  the  period  of  time  from  the  start  of 
home  health  care  until  death,  discharge  by  the  HHA,  or  60  days  without  a 
service.  As  in  the  per  month  method,  the  payment  method  would  have 
reverted  to  a  per  visit  payment  after  180  days  in  order  to  reduce  the 
risk  to  HHAs  from  a  few  very  expensive  long  term  patients.  Medical 
review  by  the  Medicare  fiscal  intermediary  would  have  consisted 
primarily  of  determining  that  the  patient  needed  one  or  more  Medicare 
covered  home  health  visits  at  the  start  of  care. 

A  basic  set  of  quality  assurance  activities  was  designed  for  this  demonstration 
(Williams,  et  al,  1985).  The  intention  of  this  quality  assurance  plan  was  to 
identify  significant  departures  from  an  agency's  own  traditional  practice 
patterns  during  the  course  of  the  demonstration  that  might  have  implications 
for  the  quality  of  care.  It  was  considered  essential  that  indicators  of 
quality  be  monitored  because  an  important  aspect  of  the  demonstration  design 
was  the  encouragement  given  to  HHAs  to  modify  their  care  practices  and 
organizational  arrangements  in  response  to  the  incentives  of  prospective 
payment . 

Although  the  operational  phase  of  the  demonstration  was  not  implemented  due  to 
research  design  questions  and  changes  in  HCFA  research  priorities,  many  issues 
were  explored  and  many  lessons  were  learned  related  to  the  design  and 
implementation  of  prospective  payment  for  home  health  care  during  the  one  and  a 
half  year  design  phase.  These  issues  include  data  needs;  development  of 
measures  of  HHA  case-mix;  and  practical  problems  in  designing  a  system  of 
prospective  payment. 


Issues  in  Developing  a  Home  Health  Prospective  Payment  System 

Even  taking  into  consideration  lessons  learned  from  hospital  and  hospice 
experience,  the  design  of  prospective  payment  for  HHAs  is  a  venture  into 
uncharted  territory.  Important  issues  to  be  considered  when  designing  or 
implementing  such  a  payment  system  are  described  in  the  remainder  of  this 
section.  While  the  discussion  raises  many  problems  that  must  be  addressed  in 
designing  a  system,  it  should  not  be  assumed  that  they  cannot  be  solved. 
Previous  developmental  work  has  been  done  within  the  constraints  of  existing 
information;  future  work,  if  based  on  more  and  better  information,  can  improve 
on  these  solutions.    The  following  discussion   is  based  primarily  on 
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developmental  work  performed  for  the  HHA  Prospective  Payment  Demonstration,  and 
consequently  focuses  on  the  payment  methods  designed  for  the  demonstration. 
While  any  HHA  prospective  payment  system  established  in  the  future  may  not 
resemble  those  methods,  similar  issues  will  have  to  be  addressed. 


1.     Unit  of  Payment 

Most  of  the  key  incentives  to  an  agency  in  terms  of  amount,  type,  length 
and  quality  of  services  will  depend  upon  the  the  unit  of  payment.  The 
unit  roust  be  designed,  therefore,  to  send  clear  signals  to  the 
agency--signals  that  consistently  reflect  the  government's  desires  in 
these  areas  and  that  also  promote  efficiency  in  the  HHA.  A  number  of 
different  units  of  payment  are  possible,  and  each  presents  different 
incentives . 

The  three  payment  methods  designed  for  the  HCFA  demonstration  project 
are  presented  here.  Each  of  the  three — per  visit,  per  month,  and  per 
episode--apportions  risk  for  aberrant  behavior  patterns  differently 
between  home  health  agency  and  government.  Under  a  per  episode  payment 
method,  for  example,  the  agency  bears  all  risk  for  cost  per  patient 
within  the  episode  parameters,  leaving  the  government  at  risk  only  for 
additional  expenditures  associated  with  increases  in  patient  load. 
These  different  allocations  of  risk  may  produce  differing  incentives  for 
HHAs  to  increase  or  decrease  particular  aspects  of  their  service 
utilization  patterns. 

Table  3-1  displays  the  bearer  of  risk  for  each  component  of  *costs. 

Notice  that  the  Medicare  program  is  at  greatest  risk  under  cost 

reimbursement  and  the  provider  is  at  greatest  risk  under  the  per  episode 
method. 

These  differing  incentives  could  result  in  greater  potential  for  quality 
reductions  in  the  larger  units  of  payment  (per  episode)  and  for 
increased  utilization  in  the  smaller  payment  units  (per  visit).  Thus, 
quality  assurance  and  utilization  review  efforts  become  increasingly 
important.  The  final  choice  of  method  of  payment  involves  a  compromise 
among  several  factors  whose  reasonable  levels  of  efficiency  must  be 
determined.  The  desired  blend  of  administrative  tase,  economic 
Incentives,  quality  assurance,  and  utilization  review  rsqulrsroents  needs 
to  be  examined  when  deciding  on  a  payment  unit. 
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Table  3-1 


Allocation  of  Risk  Under  Prospective  Payment  Methods 


Cost  Component 


Payment  Methods 


Rate 
Per 

Visit 


Visits 

Months 

Per 

Per 

Month 

Episode 

Episodes 

Per         Number  of 

Patient     Patients 


Cost-based  per  visit 
(current  system) 

Per  Visit 


Gl 


Per  Month 


Per  Episode 


KEY: 


A  •  Agency 

G  -  Government 


^The  government  bears  the  risk  for  increases  in  average  per  visit  costs  up 
to  the  Medicare  reasonable  cost  limits  —  the  HHA  is  at  risk  for  costs  in 
excess  of  those  limits.  *  * 


2. 


Data  Limitations 


Establishment  of  an  HHA  prospective  payment  methodology  is  hampered  by 
unavailability  of  necessary  data  in  two  important  areas — delineating 
possible  units  of  payment  and  developing  patient  classification  schemes 
for  case-mix  adjustment  purposes.   These  problems  are  described  below. 
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Delineating  Units  of  Payment 

Of  the  three  payment  units  designed  for  the  HHA  Prospective  Payment 
Demonstration,  only  the  per  visit  method  can  be  readily  implemented 
using  current  Medicare  claims  data.  A  diffidtilt  problem  for  an 
episode-based  approach  concerns  defining  the  end  of  •  case  or  episode  in 
a  way  that  enables  cost  estimates  to  be  done.  For  the  hospice  program, 
as  noted,  a  case  or  episode  represents  a  moderat.ely  well-defined 
period.  Due  to  the  nature  of  the  industry,  defining  an  episode  as  the 
time  from  hospice  intake  until  death  or  discharge  is  relatively 
straightforward.  Likewise,  as  a  result  of  a  reasonably  discernible  time 
frame  for  the  hospital  treatment  of  a  particular  diagnosis,  a  case  or 
episode  for  the  Medicare  DRG  system  was  equally  straightforward.  The 
frequency  of  visits  and  length  of  a  period  of  treatment  for  Medicare 
home  health  patients,  however,  is  much  more  varied. 

Currently,  Medicare  claims  data  do  not  readily  permit  clear  delineation 
of  either  months  or  episodes  of  home  health  care.  While  the  date  that 
care  beg  ins  is  captured,  it  is  not  possible  to  accurately  measure  the 
end  ing  dates  of  those  months  or  episodes  for  several  reasons.  First, 
the  Medicare  claims  form  (HCFA  UB82)  contains  three  categories  for 
classifying  patient  status:  (1)  death;  (2)  discharge;  and  (3) 
continuing  care.  Unfortunately,  agencies  do  not  code  (2)  and  (3) 
consistently.  Some  check  a  patient's  status  as  continuing  if,  for 
example,  the  home  care  of  a  patient  has  been  interrupted  by  temporary 
care  in  an  institutional  setting.  Others  would  record  the  same  sequence 
of  events  as  an  admission  and  a  discharge.  The  analysis  of  home  health 
episodes  mentioned  in  Chapter  2,  which  explored  the  length  and  cost  of 
Medicare  home  episodes  using  1982  Medicare  claims  data,  found  that  ten 
percent  of  all  episodes  contained  gaps  of  one  to  five  months  during 
which  the  patient  did  not  receive  Medicare-reimbursed  services,  although 
there  was  no  record  of  discharge  (Williams,  Gaumer,  and  Schmitz,  1985). 
Therefore,  it  is  impossible  to  create  an  accurate  data  base  of  Medicare 
home  health  episodes  using  current  claims  information.  Second,  HHAs 
often  report  the  beginning  and  ending  dates  of  their  billing  cycle  as 
the  "From"  and  "Through"  dates  on  the  claims,  rather  than  the  dates  of 
first  and  last  services,  so  it  is  impossible  to  determine  the  correct 
number  of  30-day  service  periods  involved,  as  would  be  required  under 
the  per  month  method.  To  establish  an  accurate  episode-baaed  data  set, 
claims  would  have  to  be  modified  to  better  measure  the  events  that  bftgin 
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•nd  end  a  unit  of  payment  (e.g.,  a  period  of  60  days  without  a  visit,  or 
an  intervening  hospital  admission  night  be  considered  the  end  of  an 
eposode),  and  more  specific  instructions  developed  for  HHAs  relating  to 
reporting  of  this  information  on  the  claims.  However,  this  step 
•ssentially  would  require  that  HCFA  first  decide  what  unit  of  payment 
was  desired. 


M0MSuring  Csse-Mix 

Case-mix  adjustments  can  neutralize  provider  incentives  to  serve  less 
sick  patients  and  promote  equity  among  providers,  if  they  adjust 
accurately  for  real  differences  in  patients'  resource  requirements.  The 
ability  to  measure  and  group  a  hospital's  mix  of  patients  in  terras  of 
resource  use  was  essential  in  the  development  and  implementation  of  the 
hospital  FFS.  Even  the  DRG  system,  however,  is  limited  in  its  ability 
to  adjust  for  severity. 

In  a  system  of  prospective  payment  for  HHAs,  adjustments  for  case-mix 
changes  over  time  may  be  necessary  in  order  to  encourage  HHAs  to  accept 
patients  needing  more  service  than  the  average  patient.  Analysis  of 
Medicare  claims  shows  large  variations  in  the  length  and  intensity  of 
home  health  treatment  episodes.  For  example,  in  1982  the  average  length 
of  episodes  was  76  days,  but  the  distribution  was  heavily  skewed  - 
nearly  three-fourths  of  episodes  lasted  less  than  3  months  and  10 
percent  lasted  more  than  6  months.  Similarly,  the  average  charge  per 
patient  episode  was  $1,172,  but  for  60  percent  of  all  episodes  the 
charge  was  $600  or  less  and  for  10  percent  the  charge  exceeded  $2,600 
(Williams,  Gaumer,  and  Schmitz,  1965).  Without  some  type  of  adjustment 
mechanism  for  complexity,  severity,  and/or  the  varying  functional 
capacities  of  home  health  care  patients,  agencies  might  be  inclined  to 
forego  provision  of  care  to  those  clients  who,  possessing  intensive 
needs,  have  the  potential  to  become  financial  strains.  An  adjustment 
for  changes  in  case-mix  should  neutralize  any  disincentive  for  HHAs  to 
sexrve  patients  with  intensive  or  costly  service  needs.  It  should  not, 
however,  absolve  agencies  from  the  cost  risk  of  providing  a  mix  of 
services  that  is  more  intensive  or  costly  than  a  patient  requires. 
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There  are  three  possible  strategies  for  incorporating  case-mix  into 
prospective  payment  methodologies: 

o  Use  case-mix  measures  to  adjust  each  HHA's  aggregate  Medicare 
reimbursement  retroactively  at  year  end.  (This  is  the  approach 
that  was  planned  for  the  HHA  Prospective  Payment  Demonstration.) 

o  Set  rates  for  groups  of  providers,  where  case-mix  is  explicitly 
or  implicitly  considered  in  the  grouping  process.  Many  early 
State  hospital  prospective  programs  used  this  method. 

o  Set  a  separate  rate  for  each  particular  type  of  case  or 
patient.   This  is  the  approach  used  in  hospital  PPS. 

Unfortunately,  systems  for  classifying  home  health  patients  according  to 
predicted  resource  use  or  cost,  or  for  measuring  home  health  agency  case 
mix,  are  not  sufficiently  well-developed  at  this  time  to  permit  the  use 
of  any  of  these  strategies  in  the  Medicare  program.  Development  of  such 
systems  is  a  complex  and  difficult  task.  (The  case-mix  adjustment 
method  developed  for  the  HHA  Prospective  Payment  Demonstration  involved 
review  of  a  sample  of  each  HHA's  patient  records  annually  to  measure 
changes  over  time  in  the  HHA's  average  case-mix  level.  This  procedure 
required  subjective  judgments  by  reviewers  and  is  too  costly  to  be  used 
in  an  ongoing  national  program.) 

A  major  impediment  in  developing  case-mix  systems  has  been  a  lack  of 
necessary  data  bases  containing  patient  characteristics  that  explain  the 
variation  in  Medicare  patients'  home  health  use  and  cost.  Inf'orroation 
from  previous  studies,  as  well  as  the  Judgments  of  researchers  and 
clinical  professionals,  suggests  that  relevant  variables  include  age, 
gender,  medical  and  nursing  diagnoses,  functional  limitations,  cognitive 
levels,  and  prognosis  or  rehabitation  potential.  Only  age,  gender,  and 
medical  diagnosis  are  available  on  Medicare  claims,  and  the  diagnoses 
may  not  be  reported  in  a  consistent  manner  by  HHAs .  Some  additional 
items  such  as  certain  functional  limitations  are  reported  on  the  plan  of 
treatment  and  medical  information  forms  (HCFA  485/486)  that  HHAs  must 
submit  to  Medicare  fiscal  intermediaries  for  coverage  determination. 
However,  to  date  this  information  has  not  been  used  for  case-mix 
analysis  because:  (1)  HCFA  does  not  receive  these  data  from  the 
intermediaries,  (2)  the  intermediaries  do  not  enter  all  the  data  into 
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automated  systems  where  they  could  be  retrieved  easily,  and  (3)  these 
forms  do  not  contain  all  the  characteristics  believed  to  be  important 
for  case-mix  analysis.  In  addition,  HHAs  have  an  incentive  to 
exaggerate  the  level  of  patients'  debility  on  these  forms  to  increase 
favorable  coverage  determinations  by  intermediaries.  The  extent  of 
unreliability  of  the  data  due  to  this  incentive,  and  its  impact  on 
case-mix  analysis,  is  not  known. 

In  Chapter  5  of  this  report,  we  describe  several  recent  or  current 
efforts  to  develop  case-mix  measurement  systems  for  home  health. 
Several  projects  described  in  that  chapter  could  provide  the  data  bases 
that  are  necessary  for  such  analysis. 

A  separate  issue  that  would  have  to  be  addressed,  beyond  the 
identification  of  specific  case-mix  measures  or  a  case-mix 
classification  system,  is  what  basis  would  be  used  for  establishing  the 
amounts  of  the  case-mix  payment  rates  or  adjustments.  For  example, 
rates  could  be  set  based  on  individual  HHAs'  historical  costs  (subject 
to  reasonable  cost  limits  or  other  ceilings),  average  HHA  costs 
(possibly  grouped  by  agency  type,  location,  etc.),  or  a  budgetary 
approach  that  is  not  directly  related  to  historical  costs.  Any  approach 
should  reflect  the  diversity  in  patient  service  needs  and  costs,  should 
be  supported  by  available  data,  and  should  be  consistent  with  the 
objectives  of  the  payment  system,  such  as  creating  incentives  for 
efficiency  and  assuring  the  quality  of  care.  (Several  related  issues 
concerning  rate-setting  in  general  are  discussed  below  in  subsection  3.) 

It  should  be  noted  that  a  per  visit  method  of  payment  such  as  the 
current  cost  reimbursement  system  tends  to  automatically  adjust  for 
case-mix  differences,  since  patients  with  greater  needs  can  receive  more 
Medicare  covered  visits.  Thus,  a  prospective  payment  method  using  a 
visit  as  the  unit  of  payment  could  be  implemented  without  awaiting 
development  of  a  case-mix  adjustment  methodology. 


3.     Other  Issues 

A  number  of  practical  interests  that  confront  the  implementation  of 
prospective  payment  for  home  health  care  is  reviewed  in  this  section. 
These  issues  are  more  easily  resolvable  than  those  discussed  earlier,  in 
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that  they  involve  policy  decisions  and  are  not  contingent  on  development 
of  new  data  bases. 


Fixed  Costs  and  Capital   Investments 

As  mentioned  earlier,  in  the  per  visit  payment  method  iJeveloped  in  the 
HHA  Prospective  Payment  Demonstration  fixed  and  variable  costs  were 
disaggregated  and  paid  separately.  The  purpose  of  this  step  was  to 
reduce  HHAs'  incentive  to  provide  additional  visits  in  order  to  spread 
fixed  costs  across  a  larger  number  of  units.  However,  setting  separate 
rates  based  on  an  HHA's  fixed  costs  is  difficult,  since  the  line  between 
fixed  and  variable  costs  for  home  health  agencies  is  less  clear  than  for 
hospitals.  In  addition,  it  is  not  clear  how  effective  the  approach  used 
in  the  demonstration  would  have  been  in  controlling  fixed  costs,  since 
there  would  have  been  an  adjustment  for  increases  in  the  Medicare  share 
of  an  agency's  total  patient  load.  More  restrictive  cost  containment 
approaches  that  build  fixed  costs  into  a  separate  prospective  rate 
without  provisions  for  future  modifications  might  effectively  preclude 
an  HHA  from  growing  as  well  as  from  moving,  automating,  or  taking  other 
steps  that  would  potentially  save  money  later.  Finally,  HHA  costs  are 
primarily  variable,  so  setting  an  allotment  for  fixed  costs  may  produce 
only  limited  incentives  for  efficiency  even  if  carefully  designed. 
During  development  of  any  future  prospective  payment  system  for  HHAs, 
consideration  should  be  given  as  to  whether  it  would  be  necessary  or 
desirable  to  establish  a  separate  payment  fou:  fixed  costs. 


Facility  and  Regional  Differences 

A  prospective  payment  system  might  be  expected  to  mitigate 
agency-to-agency  differences  that  currently  exist.  Care  would  be 
needed,  however,  to  ensure  that  standardizing  payments  does  not  penalize 
agencies  with  higher  costs  because  of  factors  that  are  legitimately 
beyond  their  control.  Adjustments  for  regional  differences  are  commonly 
made  in  Medicare  reimbursement  systems  for  providers,  including  the  HHA 
cost  caps  that  are  currently  in  effect.  Retention  of  regional 
adjustments  to  reflect  actual  geographic  cost  differences  (primarily 
wage  rates)  is  desirable.  Retention  of  regional  differences  that 
reflect  differences  in  practice  patterns  (mix  of  skilled  nursing  and 
home  health  aide  visits)  may  be  less  desirable  to  maintain. 
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Transition  Period 

The  original  intent  of  the  hospital  PPS  was  to  provide  a  payment  based 
on  a  national  average.  To  provide  an  adequate  transition,  for  the 
initial  four  years  of  the  program's  implementation,,  hospitals*  payments 
vere  based  on  a  changing  formula  reflecting  their  own  experience  and  the 
average  of  hospitals  in  their  census  division  to  a  declining  degree  over 
time,  and  the  average  of  hospitals  nationwide  to  an  increasing  degree. 
An  analogous  scheme  could  be  used  if  the  current  home  health  payment 
system  were  to  be  converted  to  a  prospective  payment  methodology.  The 
initial  stages  of  the  transition  period  could  reflect  a  home  health 
agency's  own  cost  experiences,  with  later  stages  reflecting  increasingly 
a  shift  toward  regional  averages  or  some  other  method  of  adjusting  for 
geographic  cost  differences.  In  the  absence  of  such  a  transition 
period,  a  sufficient  number  of  higher-cost  HHAs  might  be  forced  out  of 
business  to  temporarily  reduce  access  to  home  health  care. 


Outliers 

Outliers,  usually  defined  as  cases  that  exhibit  exceedingly  high  costs, 
can  result  in  a  distortion  of  the  average,  so  that  either  the  provider 
or  the  payor  could  be  inappropriately  harmed  by  inclusion  of  these  cases 
in  the  population  that  is  reimbursed  under  the  prospective  rates. 
Smaller  providers  are  at  greater  risk  than  larger  ones  of  being  affected 
by  a  few  high-cost  cases. 

This  issue,  although  important  in  any  payment  method,  would  be 
particularly  important  in  computing  a  payment  rate  based  on  an  average 
episode.  If  the  number  of  episodes  in  the  data  base  used  to  calculate 
rates  is  not  sufficiently  large  to  offset  the  effects  of  outliers, 
outliers  should  be  removed  from  the  data  base  used  to  compute  the 
average  and  treated  differently. 


Types  of  Home  Services  Covered  by   the  Payments 

In  addition  to  the  home  health  visit  disciplines  (nursing,  therapy,  aide 
and  other  professional  visits),  HHAs  may  also  provide  supplies  and 
durable  nedical  equipment  (DM£).    It  would  be  extremely  difficult  to 
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include  DME  in  any  prospective  payment  system  for  home  care.  Not  only 
are  technologies  changing  rapidly,  permitting  more  and  more  procedures 
that  used  to  be  done  in  the  hospital  to  be  done  at  home  (possibly 
requiring  constant  setting  of  rates  for  new  home  uses  of  equipment) ,  but 
the  abundance  of  models  and  prices  of  DME  could  require  further  frequent 
and  difficult  adjustments.  Other  issues  that  complicate  the  DME 
market — such  as  how  to  set  rates,  renting  versus  purchasing,  and  the 
confusion  among  home  health  agencies  about  their  roles  in  DME — further 
complicate  matters.  One  solution,  (that  proposed  in  the  design  of  the 
HHA  Prospective  Demonstration)  would  be  to  exclude  DME  from  a 
prospective  payment  system  and  continue  current  Medicare  methods  of 
paying  for  equipment. 


OTHER  PAYMENT  METHODS 

In  addition  to  the  HHA  Prospective  Payment  Demonstration,  HCFA  has  implemented 
or  designed  demonstration  projects  to  test  several  alternative  payment 
approaches  involving  home  health  services:  capitation,  competitive  bidding,  and 
bundling  with  hospital  payments.  These  approaches  actually  represent  various 
forms  of  prospective  payment  (i.e.,  payment  for  services  is  based  on  a 
pre-established  rate),  so  many  of  the  issues  identified  in  the  discussion  of 
prospective  payment  are  relevant.  However,  these  methods  differ  from  the 
prospective  payment  models  identified  earlier  by  including  services  other  than 
home  health  in  the  payment,  or  in  the  case  of  competitive  bidding,  using  a 
different  means  of  setting  payment  rates.  Consequently,  the  incentives  and 
issues  vary  under  the  different  methods.  This  section  describes  the 
demonstration  projects  or  design  efforts  carried  out  by  HCFA  and  briefly 
considers  the  strengths  and  weaknesses  of  each  system  to  provide  some  basis  for 
comparison  with  the  earlier  discussion  of  prospective  payment. 


Capitation 

Capitation  is  a  method  of  reimbursement  for  health  services  that  has  attracted 
increasing  interest.  Capitation  payments  are  set  and  paid  in  advance  (like 
conventional  health  insurance  premiums)  on  a  per  person  basis.  HMOs  exemplify 
the  organizations  that  commonly  operate  under  this  payment  approach.  In  the 
Medicare  program  an  HMO  is  paid  a  flat  amount  per  person  to  cover  a  benefit 
package  that  includes  hospital  inpatient,  outpatient,  emergency,  physician,  and 
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ancillary  services  (e.g.,  lab,  x-ray,  and  tnerapeutic  services),  and  home 
health.  Medicare  determines  its  payment  as  95  percent  of  the  adjusted  average 
per  capita  cost  (AAPCC)  which  would  normally  be  expected  of  that  beneficiary  in 
the  f  ee-f  or-service  system.  The  AAPCC  rate  varies  by  beneficiary 
characteristics  such  as  age,  sex,  and  county  of  residence. 

Several  demonstrations  of  HMOs  or  prepaid  health  care  systems  have  incorporated 
home  health  care  into  a  full  range  of  health  services  delivered  under  one 
capitated  rate.  The  most  recent  series  of  demonstrations  operated  between  1982 
and  1985,  when  HCFA  permitted  27  HMOs  to  enroll  Medicare  beneficiaries  under 
the  Medicare  Competition  Demonstration.  Mathematica  Policy  Research,  Inc.  is 
currently  evaluating  these  demonstrations  under  a  contract  with  HCFA  that  was 
awarded  in  1963.  The  evaluation  focuses  on  a  wide  range  of  issues,  including 
beneficiary  use  and  cost  of  services  in  the  HMO.  The  final  report  from  this 
evaluation  is  due  June  1988.  This  report,  while  not  focusing  directly  on  home 
health  care,  will  include  data  on  the  use  and  cost  of  home  care  services  in  the 
demonstration  HMOs. 

A  variation  of  the  capitation  approach  that  includes  coverage  of  home  care 
services  beyond  the  normal  Medicare  home  health  benefit — the  Social/Health 
Maintenance  Organization  or  S/HMO--has  been  developed  under  HCFA  funding  and 
currently  is  being  tested  in  demonstration  sites.  These  S/HMOs  receive  a  basic 
capitation  payment  for  each  beneficiary  and  in  return  provide  access  to  an 
entire  health  care  delivery  system,  including  institutional  and 
noninst itutional  acute  and  chronic  care.  Although  this  system  provides  payment 
for  long  term  care  services  not  traditionally  covered  by  Medicare,  it  does  not 
provide  unlimited  care.  For  instance,  if  a  patient  enters  a  nursing  home,  the 
S/HMO  is  liable  for  a  certain  period  of  time,  but  after  that  the  responsibility 
for  payment  falls  back  to  the  patient.  The  S/HMO  demonstration  is  being 
evaluated  by  the  University  of  California,  San  Francisco  under  a  contract  with 
HCFA.  A  report  describing  interim  results  of  this  demonstration  will  be 
submitted  to  the  Congress  in  1988;  the  final  evaluation  findings  will  be 
available  in  1990. 

Another  capitation  model  developed  and  tested  in  a  HCFA  demonstration  is  the 
Community  Care  Organization  for  Dependent  Adults  (CCODA)  administered  by  On  Lok 
Senior  Health  Services  in  San  Franciso.  The  purpose  of  this  project  was  to 
develop  and  test  a  capitation  method  covering  a  consolidated  model  of 
comprehensive  community-based  long-term  care  that  delivered  all  health  and 
health-related  services  needed  for  the  frail  elderly.   CCODA  retained  direct 
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control  over  all  services  through  its  case  management  and  payment  functions^ 
Results  shoved  that  the  total  cost  of  care  was  lover  for  CCODA  participants 
($37.57  per  participant  per  day)  than  for  the  non-CCODA  group  ($47.32).  Broken 
dovn  by  type  of  service,  community  service  costs  vere  three  times  higher  for 
the  CCODA,  but  this  vas  offset  by  much  lover  acute  hospital  and  skilled  nursing 
facility  costs.  The  On  Lok  model  vill  be  further  tested  in  other  sites  in  a 
demonstration  sponsored  by  the  Robert  Wood  Johnson  Foundation.  With  the 
passage  of  F.L.  99-509,  HCFA  is  authorized  to  grant  vaivers  of  Medicare  and 
Medicaid  provisions  to  help  these  organizations  provide  comprehensive  health 
care  on  a  capitated  basis  to  frail  elderly  participants  at  risk  of 
institutionalization.  This  project  could  provide  more  valuable  information 
about  the  cost-effectiveness  of  prepaid  capitated  approaches. 

The  major  strength  of  capitated  systems  is  that  they  promote  greater 
flexibility  in  choices  regarding  the  methods  and  locations  of  service  delivery 
and  creates  incentives  for  providing  the  most  efficient  mix  of  all  health 
services  included  in  the  service  package. 


Bundling  vith  Hospital  Payments 

The  success  of  prospective  payment  under  Medicare  PPS  in  sieving  the  increase 
in  Medicare  outlays  for  hospital  care  has  spurred  interest  in  the  extension  of 
this  payment  system  to  include  Medicare  covered  post-hospital  care.  Payments 
for  Medicare  reimbursable  HKA,  rehabilitation  hospital,  and  skilled  nursing 
facility  (SNF)  services  could  be  "bundled"  vith  the  payment  for  the  prior 
hospital  admission  in  an  extended  PPS,  to  create  a  single  payment,  ^or  an 
acute/post-acute  episode.  Under  this  system,  the  DRG  payments  to  a  hospital 
vould  be  modified  to  reflect  the  cost  of  care  for  the  episode,  including  a 
hospital  admission  and  post-discharge  home  health,  rehabilitation  hospital, 
and  SNF  care.  This  vould  require  calculation  of  an  additional  payment  to  be 
added  on  to  the  current  hospital  DRG  payment.  The  calculation  could  entail 
averaging  the  costs  for  post-hospital  care  under  each  DRG,  or  computing  the 
total  episode  costs  in  each  DRG  (hospital  plus  Medicare  covered  post-hospital 
services),  and  then  subtracting  the  current  hospital  DRG  payment  to  arrive  at 
an  add-on  for  post-hospital  care.  (Home  health  care  that  does  not  follov  a 
hospital  stay,  as  veil  as  any  post-hospital  care  that  is  not  within  the 
*«pisode"  parameters,  vould  continue  to  be  reimbursed  on  a  cost  basis  directly 
through  Medicare,  as  it  is  at  present.) 
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In  an  extended  PPS,  of  this  type,  payments  to  hospitals  would  not  be  contingent 
on  the  actual  post-hospital  services;  however,  hospitals  would  have  the  added 
burden  of  being  financially  responsible  for  readioissions  within  the  defined 
treatment  episode.  The  hospitals  would  be  free  either  to  provide  necessary 
home  health  care  (and  other  post-acute)  services  themselves  or  to  negotiate 
whatever  financial  arrangements  with  independent  HHAs  were  acceptable  to  both 
parties.  In  the  latter  case  the  home  health  agencies  would  in  turn  be  required 
to  accept  payment  from  hospitals  on  behalf  of  Medicare  patients  as  payment  in 
full.  This  payment  method  would  create  incentives  for  a  cost-efficient  mix  of 
hospital  and  post-hospital  services. 

One  consideration  that  must  be  addressed  before  an  effective  bundling  system 
can  be  implemented  is  the  duration  of  the  period  during  which  the  hospital  must 
provide  or  pay  for  a  discharged  patient's  post-hospital  care.  The  shorter  the 
episode,  the  better  protected  is  the  hospital  against  losses  from  a  few  extreme 
cases;  the  longer  the  episode,  the  better  the  patient  is  assured  of  continuity 
of  service. 

Under  a  cooperative  agreement  with  HCFA,  the  Rand  corporation  devoted 
considerable  resources  to  the  design  of  such  an  extended  PPS  model. 
(Background  analyses  and  early  versions  of  the  models  developed  by  Rand  are 
described  in  Neu,  et  al.,  1986,  and  Neu  and  Harrison,  1966).  Rand  defined  a 
"maximalist"  and  an  "extended"  episode  of  care.  Both  definitions  include  the 
acute  hospital  care  covered  by  Medicare,  and  both  recognize  any  readmission  to 
an  acute-care  hospital  as  the  beginning  of  a  new  episode.  The  maximalist 
definition  would  provide  hospital  responsibility  for  all  SNF  care  up  to  100 
days,  60  home  health  visits,  and  all  covered  rehabilitation  hospital  services 
within  190  days  of  acute-care  hospital  discharge.  The  extended  definition 
provides  for  all  services  within  190  days  of  discharge  from  the  hospital.  This 
possibly  would  allow  more  than  60  home  health  visits.  The  attraction  of  the 
latter  definition  is  that  it  would  be  simpler  to  administer.  In  each 
definition  payment  would  be  given  to  the  hospital  for  the  Medicare  covered 
post-hospital  occuring  during  the  episode.  In  either  case,  the  hospital  would 
have  the  financial  incentive  to  make  sure  that  Medicare  patients  receive  an 
efficient  mix  of  hospital,  home  health  and  SNF  services  and  that  such  care  is 
necessary. 

Bundling  would  transfer  to  the  hospital  some  of  the  administrative  burdens  of 
pott-hospital  review  now  done  by  the  fiscal  intermediary.  It  could  also  reduce 
administrative  work  for  both  HCFA  and  home  health  care  providers,  such  as 
claim-by-claim  medical  and  payment  review.    In  addition.  It  could  aase  the 
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transition  to  home  health  care  for  discharged  patients.  If  home  health 
payments  were  bundled  with  hospital  payments  in  an  extended  PPS,  there  would  be 
no  review  or  payment  denial  by  intermediaries  for  services  within  the  episode. 
In  this  case,  decisions  about  what  is  appropriate  care  are  arrived  at  jointly 
by  the  hospital  and  the  home  health  care  provider  without  third-party 
involvement.  If,  however,  a  patient  requires  home  health  care  beyond  the 
period  for  which  the  hospital  is  responsible,  there  must  be  an  appropriate 
method  for  transferring  review  and  payment  authority  from  the  hospital  back  to 
HCFA's  fiscal  intermediaries. 


Competitive  Bidding 

Competitive  bidding  systems  for  Medicare  reimbursement  of  home  health  services 
have  been  designed  and  their  potential  analyzed,  although  none  have  been  tested 
empirically  to  date.  In  1984,  HCFA  contracted  with  the  Center  for  Health 
Policy  Studies,  Inc.  to  develop  several  alternative  competitive  bidding  models 
(Dyckman  and  Anderson,  1985)  as  well  as  the  research  design  and  implementation 
strategy  for  a  subsequent  demonstration  to  test  the  models  (Porell,  Bishop,  and 
Greenberg,  1985).  Although  HCFA  chose  not  to  implement  a  demonstration,  the 
research  done  by  the  Center  for  Health  Policy  Studies  has  proven  to  be  very 
informative.  Most  of  the  material  presented  in  this  section  is  based  on 
analyses  carried  out  in  that  project. 

The  motivation  behind  competitive  bidding  is  that  since  Medicare  accounts  for 
60  to  70  percent  of  revenue  for  Medicare  approved  agencies,  HHAs  can  be  induced 
to  submit  attractive  bids  in  order  to  obtain  a  guaranteed  share  of  the  Medicare 
market.  Bids  might  be  priced  in  units  of  service  such  as  visits,  episodes,  or 
months  of  care.  Winning  bidders  would  then  receive  a  predetermined  WDQunt  of 
reimbursement  (based  on  final  contract  rates)  for  each  unit  of  service.  Under 
such  a  system,  agencies  would  have  the  incentive  to  control  costs  in  order  to 
be  competitive,  and  to  increase  their  business  by  gaining  more  exclusive  access 
to  Medicare  patients. 

Competitive  bidding  systems  may  vary  widely  in  their  nature  and  complexity,  but 
the  general  incentive  thought  to  be  present  is  to  reduce  cost  and  increase 
efficiency.  Under  the  present  reimbursement  system,  HHAs  have  an  incentive  to 
report  cost  levels  that  are  close  to  the  Medicare  limits  in  order  to  maximize 
revenues.  Under  pressures  from  market  competition,  HHAs  may  submit  bids  that 
•re  substantially  lower  than  current  costs.   Depending  on  the  market  and  the 
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industry,  single  or  multiple  winning  bidders  may  be  desirable.  Considerations 
include  provider  capacity  to  expand,  desirable  geographic  boundaries  for 
bidding  areas,  and  assuring  access  to  services  by  Medicare  beneficiaries. 

Two  bidding  models  were  developed  under  the  contract  with  HCFA:  a  multiple 
winning  bidder  model  and  a  preferred  provider  model.  In  both  models,  Medicare 
payments  for  home  health  visits  would  be  determined  through  a  bidding  system. 
Bidding  would  cover  all  Medicare  visits  within  a  specific  geographic  district 
(e.g.,  •  metropolitan  area).  Each  winning  bidder  would  be  paid  the  amounts  of 
its  bids  (six  per  visit  rates  for  the  six  home  health  service  disciplines: 
skilled  nursing,  physical  therapy,  home  health  aide,  etc.).  In  the  multiple 
winning  bidder  model,  losing  bidders  would  not  be  eligible  for  payment  by 
Medicare.  In  the  preferred  provider  model,  losing  bidders  would  be  paid  a 
percentage  (e.g.,  80X)  of  the  lowest  winning  bidder  rates  (Dyckman  and 
Anderson,  1985). 

A  home  health  services  competitive  bidding  program  could  achieve  substantially 
reduced  costs,  to  providers  and  to  Medicare,  due  to  the  following  factors: 

o    Improved  efficiency  stemming  from  pressure  to  lower  costs  in  order  to 
win  business. 

0   Provider  willingness  to  accept  reduced  markup  in  order  to  avoid  losing 
business  or  to  obtain  marketing  advantages. 

o   Improved  efficiencies  due  to  specific  system  design  features,  such  as 
simplified  billing  and  other  administrative  factors.  ,  , 

o   Reduced  per  unit  costs  for  winning  bidders  from  spreading  overhead  costs 
over  a  larger  number  of  patients. 

However,  these  bidding  models  would  have  considerable  impacts  on  both  winning 
HHAs  (increased  caseload,  possible  enlargement  of  an  HHA's  service/market  area, 
and  changes  in  its  patient  mix)  and  on  losing  HHAs  (loss  of  all  or  most 
Medicare  patients  and  revenues,  unless  the  HHA  is  able  to  subcontract  with  a 
winning  bidder).  Consequently,  the  prospect  of  assuring  quality  and  access  to 
■•rvices  is  a  major  concern  expressed  about  the  use  of  competitive  bidding.  The 
design  of  the  competitive  bidding  models  included  features  to  address  many  of 
these  concerns.  A  choice  of  providers  and/or  some  excess  capacity  under 'the 
bidding  system,  for  example,  could  maintain  competitiveness  among  winning 
agencies  for  patients  and  help  assure  quality  and  access  to  services.   On  the 
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other  hand,  given  the  increasing  reliance  on  home  health  services  by  Medicare 
beneficiaries  and  the  rapid  evolution  of  the  HHA  industry,  the  inherent 
complexities  involved  in  administering  such  a  bidding  system  and  the  concerns 
about  quality  of  care  raise  questions  about  the  feasibility  of  using  such  a 
system  on  a  large  scale  for  Medicare  home  health  services.  At  this  time,  HCFA 
does  not  plan  to  test  -the  bidding  models  in  a  demonstration. 


COMPARISON  OF  INCENTIVES  UNDER  ALTERNATIVE  PAYMENT  METHODS 

In  this  chapter,  we  have  described  several  approaches  to  paying  for  home  health 
services  that  have  been  explored  by  HCFA.  These  approaches  differ  in  terms  of 
the  degree  to  which  risk  for  the  costs  of  care  needed  by  patients  are 
transfered  to  providers;  the  incentives  for  the  provider  to  change  behavior  in 
order  to  reduce  costs;  and  the  potential  for  reduction  in  quality.  These 
differences  are  compared  in  Tables  3-2  and  3-3. 

Table  3-2  presents  an  expansion  of  previous  Table  3-1,  which  compared  the 
amount  of  risk  borne  by  providers  and  the  Medicare  program  under  the  three  HHA 
prospective  payment  methods.  The  new  table  also  includes  the  bundling  and 
capitation  approaches.  As  Table  3-2  illustrates,  as  more  services  are  covered 
under  the  payment  rate,  the  risk  borne  by  the  provider  for  uncontrolled  costs 
increases.  Competitive  bidding  is  omitted  from  the  table,  because  the  risk 
depends  on  the  actual  unit  of  payment  incorporated  in  the  bidding  system. 

Table  3-3  compares  the  incentives  for  providers  to  alter  previous  behavior  in 
order  to  reduce  costs  under  each  payment  method.  In  general,  providers  have 
incentives  to  reduce  the  cost  of  each  unit  of  service  and  increase  tHe 'number 
of  units  for  which  a  payment  is  made.  As  more  services  are  covered  under  the 
payment  rate,  there  are  increasing  incentives  to  provide  a  cost-efficient  mix 
of  care  over  the  entire  range  of  these  services.  There  also  are  more  ways  that 
quality  of  care  may  be  affected  by  the  providers'  efforts  to  control  costs. 
(Quality  issues  are  discussed  further  in  Chapter  5.) 


CHAPTER  SUMMARY 

In  this  chapter  we  reviewed  the  use  of  prospective  payment  in  other  health  care 
•  ettings  and  their  applicability  to  the  home  health  industry.  We  also 
described  the  design  of  the  HHA  Prospective  Payment  Demonstration;  although 
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Table  3-2 


Allocation  of  Rislc  Under  Alternative  Payment  Mfetbods 


Cost  Component 


Payment  Methods 

Cost-based  per  visit 
(current  system) 

Per  Visit 

Per  Month 

Per  Episode 

Hospital/Post- 
hospital  Bundling 

Capitation 


Rate 

Visits 

Months 

Episodes 

Per 

Per 

Pe 

r 

Per 

Number  of 

Visit 

Month 

IE 

isode 

Patient 

Patients 

Gl 

G 

G 

G 

G 

A 

G 

G 

G 

G 

A 

A 

G 

G 

G 

A 

A 

a2 

G 

G 

H 
0 


H 
0 


h2 
0 


G 
0 


G 
G 


KEY:  A  -  Home  Health  Agency 

G  -  Government 
H  •  Hospital 
0  -  HMO 

^The  government  bears  the  risk  for  increases  in  average  per  visit  costs  up 
to  the  Medicare  reasonable  cost  limits  —  the  HHA  is  at  risk  for  costs  in 
•xcess  of  those  limits. 

2These  providers  bear  the  risk  vithin  the  "episode"  parameters  as  defined 
in  the  various  payment  methods. 
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Table  3-3 


Incentives  under  Alternative  Payment  Methods 
(Relative  to  Cost  Reimbursement) 


Payment  Method 


Visits 

Cost 

per 

Length 

per 

Time 

of 

Visit 

Per lod 

Stay 

1 .  Rates  per  visit 


Reduce 


Reduce 


I ncrease 


2.  Comprehensive 
per  month  rate 


Reduce 


Reduce 


increase 


3.  Comprehensive 
per  episode 
rate 


Reduce 


Reduce 


Reduce 


Bundling  payment 
for  hospital  and 
post-hosp I ta I 
serv Ices 


Reduce 


Reduce 


Prov I de 
cost-ef f  ic lent 
balance  of 
hospital  and 
post-hosp I ta I 
servlt^s 


Capitation  payment 
for  a  broad  package 
of  services 
including  home 
health 


Reduce 


Reduce 


Provide 
cost-ef f Ic lent 
balance  of 
a  I  I  serv Ices 
within  the 
package 


Compet I t I ve 
bidding 


Same  as  above  units  of  payment, 
but  incentives  may  be  Intensified 
If  rates  based  on  bidding  are 
less  than  rates  based  on 
historical  costs 
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this  project  never  was  iniplemented  as  an  operational  project,  the  development 
effort  identified  a  number  of  issues  that  roust  be  addressed  in  the 
establishment  of  any  prospective  payment  system  for  HHAs .  The  roost  significant 
of  these  issues  is  the  unavailability  of  existing  data  bases  at  this  time  for 
implementing  certain  units  of  payment  in  a  prospective  payment  system,  and  for 
conducting  analyses  for  development  of  a  patient  case-mix  classification 
scheme.  Until  necessary  information  is  available,  any  prospective  payment 
•ystem  established  for  HHAs  must  incorporate  a  per  visit  method  of  payment. 

This  chapter  also  described  three  other  payment  methods  for  home  health 
services  that  have  been  developed  and/or  tested  in  HCFA  projects:  capitation 
payments  for  a  range  of  services  that  includes  home  health  care,  bundling  of 
payment  for  post-hospital  home  health  care  vith  the  related  hospital  DRG 
payment,  and  competitive  bidding.  Capitation  has  been  tested  in  several  HCFA 
demonstrations  and  evaluations  of  those  projects  are  being  carried  out  at  this 
time.  HCFA  has  funded  the  design  of  an  "extended  PPS"  bundling  model  that 
combines  payment  for  hospital  and  Medicare  covered  post-hospital  care.  Two 
models  of  competitive  bidding  for  home  health  services  and  a  possible 
demonstration  design  were  developed  in  detail  under  a  HCFA  contract,  although 
there  are  no  plans  to  implement  such  a  demonstration.  These  projects  have 
provided  considerable  information  about  a  broad  array  of  potential  designs  for 
alternative  payment  systems  for  home  health  services. 
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Chapter  4 
Studies  of  HHA  Case-Mix 


BACKGROUND 

One  of  the  nost  important  aspects  of  designing  a  prospective  payment  system  for 
health  care  is  discouraging  unnecessarily  high-cost  and  overly 
resource-intensive  care  while  maintaining  equity  across  providers  by 
recognizing  fully  any  inherent  differences  in  the  service  needs  of  particular 
patient  groups.  This  requires  a  mechanism  that  can  adjust  for  case-mix 
differences. 

An  ideal  case-mix  system  would  have  at  least  the  following  qualities;  it  would: 

1)  Be  based  on  indicators  which  predict  resource  use  or  cost. 

2)  Use  groupings  that  are  statistically  valid. 

3)  Use  a  manageable  number  of  groups. 

4)  Use  data  that  are  readily  available. 

5)  Use  groupings  that  are  clearly  identifiable  with  clinical  categories 
(i.e.,  clinically  meaningful). 

6)  Make  it  impossible  for  agencies  to  manipulate  the  classification  or 
"skim"  those  patients  who  are  least  expensive  to  care  for  wit'hfn  each 
payment  category. 

To  create  such  a  case-mix  adjustment  factor,  information  on  the  severity  and 
complexity  of  medical  and  related  conditions,  the  specific  service  mix  used  to 
treat  them  in  the  home,  and  the  relationship  of  medical  condition  and 
functional  status  to  service  use  and  cost  would  be  useful.  But  such 
information  is  not  currently  available  on  any  significant  scale.  The  lack  of 
data  suitable  for  analyzing  patient  classification  and  case-mix  adjustment 
approaches  is,  in  fact,  one  of  the  major  barriers  to  deciding  on  a  national 
prospective  payment  system  for  home  care. 
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EXISTING  PATIENT  CLASSIFICATION  SCHEMES 

Dcspit*  the  lack  of  suitable  data,  a  Dumber  of  patient  classification  systems 
for  home  care  have  been  developed,  although  none  has  been  tested  on  a  large 
scale.  A  number  of  small-scale  studies  have  described  'home  care  patients' 
diagnoses,  functional  status,  living  arrangements,  and  length  of  stay,  but 
these  studies  generally  focus  on  a  single  agency  or  project  and  usually  report 
data  for  more  than  Just  Medicare  patients.  In  additio^i,  many  patient 
classification  systems  already  exist  for  the  purposes  of  service  planning 
vithin  a  particular  home  health  agency.  They  are  designed  to  guide  caregivers 
in  amount  and  types  of  service  needed  by  certain  types  of  patients.  One 
vell-knovn  example  of  a  nursing  classification  system  is  that  developed  by  the 
Visiting  Nurse  Association  of  Omaha  for  identifying,  classifying,  and  recording 
nursing  problems.  Problems  are  described  by  signs  and  symptoms  within  one  of 
four  domains:  environmental,  psychosocial,  physiological,  and  health 
behaviors.  This  classification  makes  no  attempt  to  group  patients  in  terms  of 
similar  costs  or  types  and  amounts  of  care,  and  it  has  not  been  tested  to  see 
hov  much  variance  in  resource  use  and  costs  is  explained  by  these  categories. 

Other  patient  classification  schemes  have  been  developed  by  HHAs  for  purposes 
of  quality  assurance.  For  example,  the  Rehabilitation  Potential  Patient 
Classification  System  is  a  method  of  measuring  patient  outcomes  developed  by 
the  Visiting  Nurse  Association  of  New  Haven.  The  system  classifies  all 
patients  into  one  of  five  patient  groups  according  to  each  patient's  prognosis 
or  rehabilitation  potential,  regardless  of  the  diagnoses  or  agency  services 
provided.  The  major  intent  of  the  system  is  to  monitor  the  quality  of  care  by 
looking  at  the  actual  outcome  of  patient  care  in  relation  to  the  expected 
outcome  (the  rehabilitation  potential)  assessed  upon  admission.  Because  this 
type  of  classification  is  designed  for  quality  assurance  and  is  based  only  on 
outcome  rather  than  on  type  and  amount  of  resources  used  or  costs,  the  patient 
groups  do  not  predict  costs  very  accurately. 

There  are,  however,  several  systems  that  have  been  developed  statistically, 
defining  groups  which  explain  the  maximum  variation  in  resource  use  or  cost. 
These  systems  are  described  in  the  following  sections. 

Resource  Utilization  Groups — Home  Health  Care 

The  New  Tork  State  Department  of  Health  and  Rensselaer  Polytechnic  Institute 
havs  recently  completed  development  of  a  patient  classification  system 


4-3 

specifically  for  Medicaid-covered  home  health  care.  It  is  designed  to  group 
patients  such  that  care  needs  of  patients  within  a  group  can  be  met  by  a 
similar  type  and  amount  of  home  care  services.  The  resulting  system,  called 
Resource  Utilization  Groups — Home  Health  Care  (RUG-HHC),  classifies  patients 
into  one  of  27  categories  based  on  health  and  functional  status.  The 
classification  is  also  suitable  for  reimbursement  purposes  because  of  the 
relation  between  type  and  amount  of  care  and  total  costs.  (This  methodology  is 
an  application  to  home  health  services  of  the  RUGs  nursing  home  case-mix 
classification  methodology  developed  in  another  HCFA  project.) 

RUG-HHC  was  based  on  statistical  analysis  of  a  comprehensive  survey  of 
different  types  of  home  care  agencies  in  New  York  State  which  collected 
information  on  demographics,  medical  condition,  ability  to  perform  daily  living 
activities,  or  functional  ability,  cognitive  and  behavioral  functioning,  home 
and  environment,  informal  support  networks,  and  services  and  treatments 
received.  The  statistical  procedure  used  to  derive  the  classification  was 
cluster  analysis,  which  establishes  clusters  or  subgroups  of  the  population 
that  minimize  the  variation  in  resource  use  within  groups  and  maximize  the 
variation  between  groups.  A  clinician  work  group  examined  the  system  with 
respect  to  clinical  meaningfulness ,  reliability,  manipulability,  and  negative 
incentives . 

The  resulting  classification  system  consists  of  six  primary  categories 
(Rehabilitation,  Special  Care,  Mental ly/Behavioral ly  Impaired,  Complex 
Management,  Physically  Impaired  with  Skilled  Care  Needs,  and  Impaired  Community 
Living  Skills)  subdivided  by  functional  ability  scores  into  a  total  of  27 
groups.  Without  any  adjustment  for  differences  in  availability  of  informal 
supports,  geographic  location,  type  of  home  care  agency,  or  different  payor 
policies  concerning  reimbursable  services,  the  RUG-HHC  classification , explains 
30.6  percent  of  the  variation  in  resource  use  and  reimbursement  across 
patients . 

The  RUG-HHC  system  appears  to  have  promise  for  classifying  patients  in  a 
prospective  payment  system  for  Medicare.  However,  since  it  was  developed  for 
Medicaid  use  and  based  on  Medicaid  patient  characteristics  (which  differ  from 
Medicare  due  to  coverage  and  patient  population  differences),  it  would  first 
require  further  analysis  and  refinement  to  evaluate  how  well  this  model  would 
fit  the  Medicare  HHA  patient  population. 
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Grade  of  Membership 

Another  •tatistically  based  classification  method  has  been  developed  by  Kenneth 
Manton  and  colleagues  at  Duke  University.  The  Grade  of  Membership  (GOM) 
classification  system  applies  multivariate  grouping  methodology  to  identify 
distinct  health  and  functional  status  classifications.  The  first  component  of 
GOM  is  to  extract  the  smallest  number  of  variables  vhich  explains  the  nonrandom 
variation  in  a  particular  measure  (in  this  case,  Medicare  home  health  service 
use).  The  second  component  assigns  a  grade  or  veight  for  each  person 
representing  how  much  each  person  is  described  by  the  characteristics 
associated  vith  a  given  case-mix  dimension.  A  person  can  be  represented  by 
more  than  one  case-mix  dimension  and  have  different  degrees  or  grades  of 
membership  for  each.  Therefore,  the  observed  characteristics  of  any  person  are 
explained  as  a  simple  weighted  sum  of  the  characteristics  of  some  number  of 
case-mix  dimensions. 

Each  time  GOM  is  applied  to  a  different  sample  of  patients  it  extracts  the 
case-mix  measures  which  prove  "best"  in  predicting  home  health  expenditures  and 
cumber  of  visits,  and  results  in  a  different  set  of  pure  types.  For  example, 
in  one  application  based  on  data  representing  a  sample  of  Medicare  home  health 
patients  from  the  National  Long  Term  Care  Survey,  a  set  of  56  case-mix  measures 
proved  "best"  (Manton  and  Hausner,  1987).  These  included  29  diagnosis-based 
measures  and  27  functional  status  measures.  Using  these  case-mix  measures,  six 
pure  types  or  dimensions  were  found  necessary  and  sufficient  to  satisfactorily 
explain  the  variation  in  the  health  and  functional  status  measures: 

1)  Relatively  functionally  intact  with  limited  medical  problems. 

2)  Musculoskeletal  problems  with  serious  mobility  limitations. 

3)  Cancer  and  other  acute  medical  problems. 

4)  Multiple  chronic  medical  problems. 

5)  Chronic  and  acute  circulatory  and  respiratory  problems. 

6)  Neurologically  impaired  with  a  wide  range  of  functional  problems. 
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The  fact  that  a  large  nunber  of  medical  conditions  are  associated  with  a  given 
dimension  does  not  mean  any  individual  characterized  by  that  profile  vould  have 
all  of  those  conditions.  The  veighting  provides  the  flexibility  to  describe 
the  complex  and  varying  patterns  of  sickness  in  elderly  patients. 

Each  of  the  dimensions  has  a  reimbursement  level  associated  vith  it.  The 
reimbursement  for  a  particular  patient  vould  be  a  weighted  combination  of  the 
reimbursements  for  each  of  the  dimensions,  plus  or  minus  An  adjustment  for 
other  relevant  variables  such  as  hospital  use,  demographics,  and  state  of 
residence . 

The  GOM  reimbursement  system  has  several  advantages.  (1)  The  dimensions  were 
found  to  be  clinically  meaningful  by  several  physicians  at  Duke  University 
Medical  Center,  although  no  formal  evaluation  by  a  physician  panel  has  been 
conducted  yet.  (2)  The  reimbursements  can  be  continuously  adjusted  to  represent 
differences  on  all  the  variables.  (3)  The  system  allows  heterogeneous 
classifications  of  patients,  which  more  accurately  reflects  real  life  than  a 
homogeneous  classification.  (4)  GOM  does  not  rely  on  previous  charges  for 
different  types  of  procedures,  so  that  the  GOM  groupings  are  atill  valid  even 
if  those  charges  were  incorrect  or  if  they  change.  This  possibility  is  a  more 
important  concern  for  long-term  care  than  for  inpatient  hospital  services 
(DRGs)  because  long-term  care  charges  are  less  well  established  and  are  often 
confounded  with  local  market  conditions  and  state  regulations.  (5)  In  the 
application  cited  earlier,  up  to  45  percent  of  the  individual  variation  of  home 
health  reimbursements  could  be  explained,  compared  to  between  17  and  30  percent 
for  the  DRG  case-mix  system  for  Medicare  hospital  charges. 

One  disadvantage  of  the  GOM  system  is  that  there  is  some  controversy  whether 
"pure"  diagnostic  types  exist  and,  even  if  they  do,  whether  the  GOM  model  has 
the  ability  to  capture  them.  Another  is  that  very  little  empirical  research 
has  been  done  on  the  statistical  power  of  this  type  of  classification  in 
comparison  with  other  less  expensive  instruments.  In  addition,  the  methodology 
is  very  complicated,  requiring  large  amounts  data  and  expensive  calculations, 
and  it  is  not  known  whether  it  would  provide  a  clear  incentive  structure  for 
cost  containment  within  the  home  health  agency.  Similar  results  may  be 
obtainable  by  less  costly  methods  which  carry  a  clear  message  to  providers.  The 
GOM  model  needs  to  be  further  tested  on  a  larger  data  base  of  Medicare  home 
health  patients. 
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Other  Possible  Classification  Schemes 

Several  other  methods  of  classifying  home  health  patients  have  been  proposed 
but  not  yet  developed.   These  methods  are  described  briefly  here. 

The  National  Association  for  Home  Care  Task  Force  on  Alternative  Home  Care 
Payment  Hethods  has  promoted  a  severity  of  illness  index  as  a  method  of 
measuring  case  mix  for  reimbursement  purposes.  Specifically,  they  have 
considered  a  severity  of  illness  index  developed  by  Dr.  Susan  Horn  at  Johns 
Hopkins  University.  The  original  purpose  of  the  index  was  to  refine  DRGs  for 
inpatient  hospital  reimbursement  to  take  into  account  differences  in  severity 
of  illness  within  a  DRG.  Since  diagnosis  alone  is  an  even  poorer  measure  of 
home  care  utilization  than  it  is  of  inpatient  utilization,  a  severity  of 
illness  refinement,  in  theory,  could  be  a  useful  measure  for  home  health 
reimbursement  calculations. 

The  severity  of  illness  system  as  it  applies  to  home  health  care  is  only  in  the 
proposal  stage  and  has  not  yet  been  tested  in  the  home  care  setting  for  its 
ability  to  explain  the  variation  in  resource  use  among  the  different  severity 
groups.  Further,  vork  would  be  required  to  add  measures  of  functional  status 
and  informal  support  systems.  The  severity  of  illness  measure  is  difficult  to 
administer  even  in  hospitals;  HHA  settings  are  more  difficult  as  their  record 
keeping  and  clinical  review  capabilities  are  comparatively  undeveloped. 

The  Veterans'  Administration  (V.A.)  also  has  proposed  to  develop  a  case-mix 
tool  which  homogeneously  groups  Hospital-Based  Home  Care  (HBHC)  patients  within 
the  V.A.  by  their  characteristics  with  respect  to  cost  of  care.  The  objective 
is  for  the  case-mix  index  to  have  prospective  reimbursement  potential  for 
chronic  care,  as  opposed  to  acute  care,  patients.  While  the  case-mix  t'odl  will 
be  designed  specifically  for  the  V.A. ,  it  may  have  broader  applicability  to 
long-term  care  patients  in  other  settings.  The  proposed  classification  will  be 
based  on  prognosis,  all  relevant  diagnoses,  special  procedures,  dependency 
(physical,  cognitive,  and  psychological),  and  the  support  network  of  the 
patient.  Severity  will  be  measured  on  a  scale  of  1  to  4  for  each  indicator 
characteristic,  then  weighted  by  the  importance  of  that  indicator.  (The  number 
of  indicators  is  not  yet  specified.)  The  actual  costs  of  case-mix  groups  will 
be  measured  to  see  how  well  the  groupings  predict  costs — that  is,  how 
homogeneous  they  are  in  terms  of  costs.  The  classification  will  be  kept  as 
simple  ss  possible  to  minimize  the  administrative  and  data  collection  burden. 
Reimbursements  to  a  given  HBHC  program  will  be  based  on  the  esse  mix  of  that 


A-7 

program's  patients  the  previous  year. 

The  V.A.'s  proposed  index  seems  to  have  potential  as  a  basis  for  prospective 
payment.  However,  the  study  vas  not  scheduled  to  start  until  October  1987  and 
no  findings  or  reports  will  be  available  for  some  time. 

CURRENT  HCFA  RESEARCH  CONCERNING  HHA  CASEMIX 

As  the  above  review  has  shown,  none  of  the  case-mix  methods  discussed  above  are 
ready  to  be  instituted  in  a  prospective  payment  system  on  a  national  scale. 
Further  research  to  test  the  reproducibility  of  results  and  to  compare 
different  systems  on  the  same  samples  is  required  before  final  conclusions  can 
be  drawn. 

In  order  to  address  this  problem,  in  1987  HCFA  awarded  a  cooperative  agreement 
to  the  Georgetown  University  School  of  Nursing  to  create  a  large  scale  data 
base  with  which  to  classify  home  health  patients  and  predict  resource  use  and 
outcomes.  In  this  2-year  project,  Georgetown  will  collect  detailed  information 
about  the  characteristics  of  10,000  Medicare  patients  at  100  HHAs.  This 
information,  combined  with  the  Medicare  service  records  of  these  patients, 
should  provide  a  large  scale  data  base  for  investigating  case-mix  measures  for 
home  health  patients  and  assessing  the  comparative  advantages  and  disadvantages 
of  methodologies  that  have  already  been  developed. 

In  addition,  under  an  existing  contract  with  HCFA,  Abt  Associates  recently  has 
begun  work  on  compiling  a  less  detailed  data  base  on  home  health  use  to  provide 
earlier  information  about  case-mix  and  prospective  payment  implications.  Abt 
expects  about  100  HHAs  to  provide  information  from  Medicare  treatment  'pl»ans  in 
1986  which  will  be  linked  with  Medicare  claims  data.  Abt  will  then  explore  to 
what  extent  the  information  on  current  plans  of  treatment  used  for  Medicare 
home  health  patients  explain  variations  in  their  resource  use.  This  analysis 
will  be  completed  in  the  Spring  of  1988. 

CHAPTER  SUMMARY 

Although  there  have  been  numerous  attempts  to  design  patient  classification 
•y»t«ros  for  home  health  patients,  the  development  of  a  sophisticated  and 
statistically  valid  case-mix  measurement  system  for  reimbursement  purposes  has 
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been  slowed  by  the  lack  of  a  data  base  containing  detailed  patient-level 
information  for  a  large  number  of  Medicare  home  health  patients.  Several 
HCFA-sponsored  research  efforts  have  recently  begun  to  address  this  problem. 
Data  collection  efforts  such  as  these  are  necessary  before  a  aophisticated  HHA 
prospective  payment  system  (i.e.,  one  using  a  larger  unit  of  payment  than  a 
visit)  that  maintains  equity  across  providers  by  recognizing  any  inherent 
differences  in  service  needs  of  patients  can  be  successfully  designed  and 
inplemented. 
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Chapter  5 
Quality  Assurance  for  Home  Health  Care 


OVERVIEW 

As  the  home  health  industry  expands  and  home  health  expenditures  rise,  the 
quality  of  care  provided  in  the  home  has  become  an  issue  of  increasing  concern 
and  importance.  Medicare  home  health  services  in  particular  have  grown  in 
volume.  This  growth,  combined  with  the  implementation  of  hospital  FPS  and 
prepaid  capitation  systems,  has  resulted  in  concerns  that  current  review 
procedures  may  not  offer  adequate  protection  against  poor  quality  of  care.  The 
concerns  are  intensified  when  consideration  is  given  to  instituting  prospective 
payment  for  Medicare-reimbursed  home  health  care,  with  its  incentives  to  alter 
agency  behavior  in  order  to  control  costs.  This  chapter  summarizes  HCFA 
activities  intended  to  develop  improved  measures  of  quality  in  home  health 
care;  these  projects  will  provide  information  for  assessing  the  quality  of  home 
health  care  under  alternative  payment  systems  in  the  future. 


QUALITY  ASSURANCE  ISSUES  UNDER  ALTERNATIVE  PAYMENT  METHODS 

Different  alternative  payment  methods  allocate  risk  for  behavior  patterns 
differently  between  agency  and  government,  as  described  in  Chapter  3  and  shown 
in  tables  3-2  and  3-3.  Agencies  can  be  expected  to  decrease  services 
associated  with  components  of  cost  for  which  they  are  at  risk  and  to  increase 
services  associated  with  components  of  cost  for  which  the  government  is  at 
risk.  For  instance,  a  per  visit  prospective  payment  method  would  create  an 
incentive  for  the  HHA  to  overserve  by  encouraging  unnecessary  visits'  'A  per 
case  (episode)  payment  method  would  create  the  incentive  to  underserve  since 
the  agency  can  keep  the  money  saved  by  reducing  the  number  of  visits  or  amount 
of  service  per  case  or  by  substituting  certain  less  costly  types  of  service.  A 
time  period  unit  of  payment  (e.g.,  per  month)  could  produce  incentives  to 
provide  unneeded  extra  months  of  care  and  to  provide  too  few  visits  within  the 
month.  The  capitation  and  hospital/post-hospital  bundling  approaches  creates 
incentives  to  provide  an  efficient  mix  of  home  health  and  other  services,  but 
also  to  provide  too  few  services.  Under  each  method,  providers  would  have  an 
incentive  to  reduce  cost  per  visit,  if  possible,  since  reductions  in  cost  per 
▼liit  are  theirs  to  keep.  Table  5-1  expands  earlier  Table  3-3  to  include  a 
summary  of  how  the  expected  incentives  of  the  different  payment  methods 
discussed  in  Chapter  3  could  affect  the  quality  of  care. 
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Table  5-1 


Quality  Incentives  under  Altcrnativ*  Payment  Methods 
(Relative  to  £ost  Reimbursement) 


Payment  Method 


Cost 

per 

Visit 


Visits 
per 
Time 

Period 


Length 

of 
Episode 


Quality  of  Care  Risks 


1.,  Rates  per  visit 


2.  Comprehensive 
per  month  rate 


Reduce   Reduce 


Reduce   Reduce 


Increase         Reduce  length  of 

visit  or  staff  quality 


Increase         Reduce  length  of 

visit  or  staff  quality 


3.  Comprehensive 
per  episode 
rate 


Reduce   Reduce 


Reduce 


Provide  service  too 
infrequently 


Reduce  length  of 
visit  or  staff  quality 

Provide  too  few  home 
health  services 

Discharge  prematurely 


A.  Bundling  payment 
for  hospital  and 
post-hospital 
services 


Reduce   Reduce 


Provide 

cost-efficient 
balance  of 
hospital  and 
post-hospital 
services 


Reduce  length  of  visit 
or  staff  quality 

Provide  too  few 

hospital/po^t-hospital 

services 


Discharge  prematurely 


Capitation  payment 
for  a  broad  package 
of  services 
including  home 
health 


6.  Competitive 
bidding 


Reduce   Reduce 


Provide 
cost-efficient 
balance  of 
all  services 
vithin  the 
package 


Reduce  length  of  visit 
or  staff  quality 

Provide  too  few 
services 


Same  as  above  luiits  of  payment,  but  incentives 
may  be  intensified  if  rates  based  on  bidding 
are  less  than  rates  based  on  historical  costs 


plus 
Reduced  access 
to  services 
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Providers  under  these  payment  systems  have  no  clear  incentive  to  contain  those 
components  of  cost  for  vhich  the  Medicare  program  is  at  risk.  Since  admissions 
(or  patients  in  a  capitation  method)  trigger  additional  revenue  regardless  of 
the  payment  method,  providers  vould  not  wish  to  reduce  the  cumber  of 
admissions.  However,  they  may  wish  to  limit  certain  types  of  admissions  (i.e., 
those  requiring  costly  care  or  care  of  long  duration,  depending  on  the  payment 
method).  Another  access  problem  associated  with  prospective  payment  is  that  if 
payments  are  too  stringent,  a  large  number  of  HHAs  could  conceivably  be  driven 
out  of  business,  thus  reducing  access  and  possibly  quality  Xif  high-quality 
agencies  could  not  survive  in  the  system). 

In  sum,  the  incentives  of  various  alternative  payment  may  encourage  HHAs  to 
provide  fewer  visits  per  patient,  a  narrower  or  wider  range  of  services,  or 
longer  or  shorter  visits,  all  of  which  have  important  implications  for  quality 
of  care.  Providers  can  be  discouraged  from  serving  certain  types  of  patients, 
expanding,  or  doing  business  at  all.  It  is,  therefore,  important  to  plan  clear 
and  effective  quality  monitoring  procedures  to  be  incorporated  in  any 
alternative  payment  system. 


HCFA  RESEARCH  CONCERNING  HOME  HEALTH  QUALITY 

Studies  of  Post-Hospital  Care 

HCFA  is  sponsoring  considerable  research  to  evaluate  the  impact  of  the  hospital 
PPS  on  post-hospital  care  utilizing  various  approaches  to  measuring  the  quality 
of  post-hospital  (including  home  health)  services.  In  a  project  funded  by 
HCFA,  the  University  of  Colorado  examined  patient-level  process  indicators  of 
quality  of  care  provided  to  SNF  and  HHA  patients  before  and  after  PPS.  This 
study  also  assessed  pre-  and  post-PPS  differences  in  patient  care  practices  and 
outcomes  as  reported  by  providers  of  patient  care  surveyed  by  the  Center.  A 
report  recently  produced  provided  useful  information  about  comparative 
differences  in  quality  for  similar  patients  treated  by  HHAs  and  SNFs 
(Shaughnessy ,  Kramer,  and  Pettigrew,  1987). 

A  cooperative  agreement  has  been  awarded  to  the  University  of  Minnesota  to 
•tudy  the  natural  history  of  post-acute  care  patients  under  Medicare.  This 
project  will  conduct  an  analysis  of  national  Medicare  data  files  to  assess 
differences  in  patterns  of  care  across  the  country  and  to  look  for  evidence  of 
substitution  in  areas  where  various  forms  of  post-acute  services  sre  more-  or 
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less  avtilable.  In  addition,  a  more  detailed  examination  vill  be  made  of 
clinical  cases  representing  the  DRGs  that  account  for  most  of  post-acute  care 
in  a  few  selected  locations  around  the  country.  This  study  vill  provide  useful 
information  about  patterns  of  post-acute  care  use. 


Development  of  Outcome-based  Quality  Measures 

Three  dimensions  for  examining  quality  assurance  are  generally  accepted: 
structure,  process,  and  outcome.  Structure  refers  to  the  setting  in  which  care 
is  given  (i.e.,  physical  facilities,  personnel  qualifications,  organization, 
and  governance).  Process  refers  to  vhat  services  are  provided  and  how  they  are 
provided.  Outcome,  which  is  the  most  difficult  dimension  to  measure,  refers  to 
how  well  patient  rehabilitative  goals  are  reached  or  what  problems  arise  in  the 
course  of  treatment  and  recuperation.  This  is  generally  measured  in  terms  of 
mortality,  morbidity,  disability,  social  functioning,  and  patient 
satisfaction.  However,  many  factors  aside  from  quality  of  care  can  affect 
these  indicators. 

The  evaluation  of  quality  of  home  care  based  on  outcomes  suffers  from  the  added 
problem  that  outcomes  are  not  well-defined.  Outcome  criteria  for  home  health 
patients  have  been  suggested,  but  no  set  has  been  developed  to  the  satisfaction 
of  researchers  or  clinicians.  In  particular,  it  has  been  observed  that  outcome 
criteria  based  solely  on  medical  diagnosis  are  not  successful.  This  is 
because,  unlike  most  patients  entering  the  hospital,  most  home  health  patients 
have  multiple  diagnoses,  each  of  which,  or  all  in  combination,  may  affect 
outcomes. 

Recognizing  the  lack  of  reliable  outcome  measures  for  home  health,  in  1965  HCFA 
funded  a  3-year  project  being  conducted  by  the  Home  Care  Association  of 
Washington  (HCAW)  to  develop,  pilot-test  and  refine  several  patient  outcome 
measures  for  assessing  the  quality  of  care  delivered  by  home  health  care 
personnel.  Seven  outcome  scales  are  being  developed  and  tested  over  the  period 
of  the  study.  Each  outcome  scale  is  pilot-tested  in  HCAW  member  HHAs.  This 
project  has  demonstrated  the  operational  feasiblity  of  developing  outcome 
measures  for  hcHoe  health  patients  using  information  normally  available  in 
patisnt  records.  However,  further  work  is  needed  to  determine  whether  outcomes 
can  be  used  appropriately  to  compare  quality  across  HHAs,  particularly  taking 
into  account  differences  in  patient  case-mix. 
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The  Georgetown  University  School  of  Nursing  project  described  in  Chapter  4  will 
collect  information  on  outcomes  as  well  as  patient  characteristics  believed  to 
be  important  to  case-mix  measurement  for  payment  purposes.  This  data  base 
could  provide  information  about  whether  classification  systems  based  on 
predicted  home  health  resource  use  are  also  valid  for  purposes  of  comparing 
outcomes. 

HCFA  also  plans  to  award  a  contract  within  the  next  year  to  develop  and  test 
reliable  and  valid  outcome-based  measures  for  Medicare  home  health  patients  and 
to  apply  them  to  the  actual  assessment  of  home  health  quality.  HCFA  envisions 
that  this  study  will  permit  a  large-scale  test  of  the  use  of  outcomes  to 
measure  home  health  quality,  as  well  as  analysis  of  what  HHA  characteristics 
are  associated  with  good  or  poor  quality. 


Other  Initiatives 

A  HCFA  funded  project  by  the  University  of  Colorado  involves  designing  a  study 
of  home  health  care  quality  and  cost  under  capitated  and  fee-f or-service 
payment  systems.  The  study  will  compare  two  groups  of  Medicare  patients — those 
receiving  home  health  care  following  hospitalization  and  those  who  have  not 
been  in  a  hospital  for  at  least  30  days  prior  to  the  initiation  of  home  care. 

HCFA  has  initiated  efforts,  within  the  constraints  of  the  current  Conditions  of 
Participation  for  HHAs,  to  move  toward  a  more  patient-oriented  approach  to  HHA 
surveys.  Home  visits  to  patients  by  surveyors  will  be  required  under  certain 
circumstances,  and  efforts  are  underway  to  revise  the  survey  report  form  to 
include  explicit  requirements  for  record  review,  observation  of  care,  and 
interviews  with  patients  and  families.  This  development  is  being  cai;r;ed  out 
by  Abt  Associates  Inc.  under  contract  with  HCFA's  Health  Standards  and  Quality 
Bureau. 


CHAPTER  SUMMARY 

The  varying  incentives  of  different  payment  methods  have  important  potential 
effects  upon  quality  of  care.  In  order  to  guard  against  adverse  impacts  such 
AS  providing  inadequate  services  or  failing  to  serve  costly  patients,  it  is 
important  to  closely  monitor  and  evaluate  any  changes  in  outcome,  services, 
Staff  qualifications,  or  practice  patterns.   HCFA  is  funding  •  wide  range  of 
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research  efforts  to  explore  alternative  methods  of  measuring  the  quality  of 
home  health  quality.  These  projects  vill  provide  important  information  for 
assuring  quality  under  any  alternative  payment  system  that  is  established,  as 
veil  as  under  the  current  method  of  reimbursement. 
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Chapter  6 
Conclusions  and  Future  Directions 


CONCLUSIONS 

In  order  to  develop  the  knowledge  base  that  would  permit  the  •stablishnent  of 
*n  equitable  alternative  method  of  paying  for  home  health  services,  HCFA  has 
funded  several  projects  to  study  and  design  demonstrations-  of  home  health 
agency  prospective  payment,  competitive  bidding,  and  bundling  payment  for 
hospital  and  post-hospital  care.  In  addition,  HCFA  has  implemented  multiple 
demonstrations  testing  prepaid  capitation  for  a  broad  range  of  services  that 
include  home  health.  These  alternative  payment  methods  and  the  related  HCFA 
projects  have  been  discussed  in  this  report. 

The  information  and  findings  presented  in  this  report  point  out  that  data  and 
experience  do  not  currently  exist  which  would  enable  us  to  develop  a 
prospective  payment  system  for  home  health  care  on  other  than  a  per-visit 
basis.  The  most  immediate  needs  are  for  data  to  permit  analysis  of  the 
characteristics  of  home  health  patients  and  the  relationship  of  these 
characteristics  to  their  service  costs.  These  data  would  further  our  ability 
to  set  equitable  payment  rates  that  include  adjustments  for  the  average  level 
of  illness  of  the  agency's  caseload. 

HCFA  initiatives  that  are  aimed  at  providing  further  information  for  informed 
decisions  about  payment  alternatives  for  HHAs  include  new  projects  to  collect 
and  analyze  data  regarding  HHA  case-mix;  these  new  projects  will  provide 
information  about  the  feasibility  of  case-mix  reimbursement  systems  for 
Medicare  home  health  services.  HCFA  is  also  conducting  and  plan,nij)g  new 
research  to  study  the  quality  of  home  health  care  and  to  develop  better 
measures  of  quality.  Such  measures  would  be  valuable  for  assuring  that  the 
quality  of  care  is  maintained  during  implementation  of  any  alternative  payment 
system. 


FUTURE  DIRECTIONS 

HCFA  has  the  following  specific  plans  concerning  future  directions  for  the 
dsvalopment  of  alternative  payment  methods  for  HHAs: 
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o  Recent  legislation  (lection  4027  of  F.L.  100-203,  the  Onmibus  Budget 
Reconciliation  Act  of  1987)  requires  a  demonstration  to  test  alternative 
methods  of  prospective  payment  for  HHAs.  Implementation  and  evaluation 
of  this  demonstration  should  provide  new  information  about  the  relative 
advantages  and  disadvantages  of  alternative  prospective  payment 
approaches. 

o  HCFA  plans  to  continue  its  data  collection  and  research  efforts 
concerning  home  health  case  mix  and  possible  classification  systems  for 
home  health  patients  based  on  their  health  status,  characteristics,  and 
predicted  service  use. 

o    In   the   interim,   HCFA   is   exploring   the  implementation  of  a  per  visit 

prospective  payment   system  in  the  Medicare  program,  with  the  potential 

to  evolve  in  the  future  to  another  unit  of  payment  such  as  per  case,  and 
to  include  case-mix  adjustments. 

o  As  current  research  provides  additional  information  regarding  the 
feasibility  of  case-mix  based  reimbursement  systems,  HCFA  will  assess 
available  options  and  determine  whether  modifications  of  existing 
Medicare  data  bases  are  required. 

o  To  resolve  questions  about  the  incentives  of  different  payment  systems 
and  their  effect  on  the  quality  of  care  provided  in  HHAs,  HCFA  plans  to 
continue  its  research  on  measuring  home  health  quality  and,  in 
particular,  developing  outcome-based  measures. 

These   efforts   should  provide   the   information  needed   for   informed  policy 
decisions  regarding  alternative  payment  systems  for  home  health  servicer. . 
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